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The committee met at 10:05 a.m. in committee room l. Pons oz 
ORGANIZATION 


Clerk pro tem: Honourable members, it is my duty to call on you to 
elect a chairman. Do I nave nominations? 


Mr. Haggerty: I move that David Cooke be nominated as chairman of 
the comnittee. 


Clerk pro tem: Are there further nominations? 
Mr. McLean: I move that nominations be closed. 


Clerk pro tem: There being no further nominations, I declare Mr. 
Cooke elected chairman of the committee. ; 


Mr. Barlow: We want to hear your acceptance speech. 


Mr. D. R. Cooke: I expected you would be rushing off to phone the 
Kitchener-Waterloo Record. 


Mr. Barlow: I think you should do that, now that you are the 
chairman. ; 

Mr. Chairman: Thank you very much for your vote of confidence. This 
is a historic occasion, not because of the new chairman but because it is a 
new committee and a new concept, a concept that apparently has been discussed 
in this Legislature for some time. You have before you a recommendation of the 
standing committee on procedural affairs and agencies, boards and commissions. 


I am sorry. Pernaps I should not be carried away with the historic 
occasion. 


I call now for election of a vice-chairman. 


Mr. Hazzerty: I move that Mr. Cordiano be nominated as vice-chairman 
of the committee. 


Mr. Chairman: Mr. Cordiano has been nominated. Are there any other 
nominations? 


Mr. Barlow: Do we need a seconder for that? 

Mr. Chairman: No. 

Mr. Barlow: I move nominations be closed. 

Mr. Chairman: I declare Mr. Cordiano vice-chairman. 


Mr. Haggerty: Is he willing to accept the position? 
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mr. Chairman: Yes, I understand he is. 


mr. Chairman: Mr. Barlow moves that unless otherwise ordered a 
transcript Of all committee hearings be made. 


Is there any discussion? Tugeah 
Motion agreed to. 


Mr. Chairman: The clerk has prepared an operational budget. This was 
after some discussion. As I observe this and otner committees at this stage of 
activities, it is a question of a chicken or an egg. We put together an 
operational budget, we look at it and we are not certain what we are going to 
pe doing, so it is difficult to contemplate such a budget. Frankly, a lot of 
its contents are based on supposition, the basic one being that there will be 
work tor this committee to do this spring. If members want to take a look at 
the suggested budget, I am open tor discussion. 


Mr. Barlow: It appears we are not going to travel very far anyway. 


Mr. Chairman: This is strictly an operational budget. If and when we 
make decisions to travel, we would then pass a supplementary budget. 


Mr. Hagzerty: Is tnat permissible for the supplementary budget? 
Mr. Barlow: That would come prior to the spring break, would it not? 


Mr. Morin-Stron: I would like clarification on the distinction 
between this standing committee and the select committee on economic affairs 
wnicn was constituted in July 1985 and was given a very specific task to be 
carried out by the end of June. Does that committee still exist separate from 
this one? Has this one taken over and on what basis would it nave taken over 
that duty? It is very unclear to me. 


Mr. Chairman: In preparation for this morning, I invited John 
Eichmanis from the legislative research bureau to review a bit of the history 
leading up to the formation of this committee. We will get into that briefly. 
As | understand the situation, the select committee on economic affairs still 
exists. It has a duty to submit its final report back to the Legislature by 
July 10. However, the population of that committee has not yet been approved 
by the Legislature. 


Wnile there may have been some discussion about melding that committee 
with this one, I understand the present opinion is that will not occur. 
Katner, there shortly will be a motion in the Legislature to reconstitute that 
committee and it will then finish its report. 


Mr. Morin-Strom: My concern with respect to the budget is whether 
this includes the budget for the functions still left to be done in that 
committee, including the possibility that the comnittee might be extended and 
might possibly hold hearings during the summer recess? Who knows what might 
happen on tnat issue? : 


Mr. Chairman: No. It does not include any of the work of that 
committee. It will have a separate budget. Are there any other questions or 
comnents? 


Mr. Haggerty: I was just looking at your proposed budget and the 


F-3 


draft of some of tne recommendations set down by the Treasurer (Mr. Nixon) on 
this committee and its intent. When you look at the $14,000, if we are going 
to have public hearings on matters concerning the budget and the financial 
institutions of the province, I think we are going to be jumping into this too 
soon. Perhaps there is not sufficient funding there. We may have to come back 
two or three times. Maybe we should be taking a good look at this. Perhaps we 
should have further discussions on the purpose and intent of this committee. 
How far we can go? Wnat are its responsibilities? What is the purpose? 


Mr. Chairman: One of the reasons we are given an operational budget 
at the opening of any comnittee is that it is necessary to direct the clerk 
and others on what moneys can be spent. In view of your concern--and it is a 
concern I share--it perhaps would be wise to put this matter to the bottom of 
this morning's agenda and deal with it after we deal with future business 
avout which our guests can perhaps enlighten us a little on what the 
Legisiature wants from this comnittee. At that time, we would be in a better 
position to look at the budget. 


Bear in mind that this budget has been drafted solely for the purpose of 
getting us going. It is fully expected that once we know where we are going, 
wnich will not be this morning, frankly, we can go back and ask for a 
supplementary budget. 


Mr. Haggerty: One of the guidelines set out by the Treasurer says we 
are to review all tax legislation arising from the budget that is coming down 
on May 13 and prepare recommendations on the level of government revenues, 
expenditures and net cash requirements. That is a pretty large area to be 
looking at. It is a portfolio in itself. As I interpret the budget here, it 
means this committee may have to travel through tne province. I do not know 
whether we have enough numbers to do that. I suggest that if we have to review 
that with the public, it is going to keep the committee pretty busy. 


Mr. Chairman: By this time next week we will have a much better idea 
of what the government is going to be asking us to look at. It may be that the 
tne time to be travelling, if we are going to be travelling, will be after the 
House rises in June. 


Mr. Haggerty: I looked at the figure of $15,000. I donot know 
whether that will be sufficient if we are going to have counsel with us when 
we are dealing with tax matters. 


Mr. Cnairman: It is nowhere near that. It may well be that 
eventually we will be looking at a small bureaucracy of our own if we move 
into those things. 


Mr. Hagzerty: That is what I am afraid of. 


mr. Chairman: This is nothing more than to get us going for the 
tirst few weeks. 


Mr. Barlow: How quickly do we have to have this budget approved? We 
have only a general outline of our terms of reference. We want to discuss the 
budget amongst ourselves and with others, such as the research staff. Is there 
a time limit on when this budget must be approved? 


Mr. Chairman: The clerk would like to have something. The fiscal 
year has already started. This morning, we have coffee here and transcription 
services, so there are bills that will have to be paid. They are internal 
bills; nevertheless, they are accountable. 
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Mr. Barlow: Is a week or two going to shatter anything? 


Mr. Chairman: Apparently, the Board of Internal Economy is meeting 
on May 2/ and we should give two weeks' notice. Do we actually nave to hand 
tnen wnat we want two weeks ahead of time? : 

Clerk pro tem: A letter goes to the Speaker with the budget as 
approved by the comnittee and then we are set down on the agenda of the Board 
ot Internal Economy. To prepare, the Speaker needs about two weeks' notice 
prior to tne meeting. 


Mr. barlow: This could be embarrassing to us if we decide there is a 
big need tor organizational startup costs and come up with a figure that may 
pe 200 per cent or 300 per cent out. 


Mr. McLean: 1 guess that is why John Eichmanis is here this morning, 
to try to outline and present some of the work this committee is going to be 
doing. After he has made his presentation, we will have a lot better sense of 
what we can expect. : 


10:20 a.m. 


Mr. Chairman: Are you suggesting we put this at the bottom of the 
agenda? I sense that may be the consensus, at least for the time being. 


The next matter on the agenda is future business. Mr. Eichmanis, would 
you take us through the history that has led to the formation of this 
committee? You might outline some of the thoughts that have gone into the 
deliberations of previous committees and probably into the addendum to the 
October ‘budget. 9) | ; 


Mr. Eichmanis: The es ie on the finance committee that was 
contained in tne tourth report of the standing committee on procedural affairs 
and agencies, boards and commissions that was tabled in the House recently was 
first put forward to the House in 1980 by the previous committee on procedural 
affairs in a document called Proposals for a New Committee System. That 
proposal was part of a larger proposal to restructure the committee system. 


As you may be aware, there has been an ongoing parliamentary reform 
process in Ontario stretching back to the time of the Camp commission. The 
philosopnical basis for the whole restructuring of the committee system was 
that in a number of parliamentary jurisdictions there was a sense that the 
executive had come to dominate the Legislature and that the accountability of 
the executive to tne Legislature was not as strong as it could have been. One 
way of perhaps redressing the balance was to make the committee system more 
effective. . 


It was felt this should be done in one area in particular, that of 
financial accountability. When the committee discussed these matters and 
sougnt to inquire of the members at that time how things should proceed, we 
sent out a questionnaire to the members, dealing particularly with the 
question of how estimates should be dealt with. As you know, there are now 420 
hours allotted to estimates. Our questionnaire showed that by and large that 
time was never used. More significantly, the actual numbers in the estimates 
were never looked at comprehensively or in any detail. It was largely a policy 
exercise in wnich the critic and the minister exchanged views on the direction 
of the ministry. 
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There was some dissatisfaction with the estimates process. As a result 
of a combination of changing the committee system and dissatisfaction with the 
estimates process, the committee proposed to create a finance and economic 
aftairs committee which would have the responsibility of dealing with broad 
economic matters and also would deal with the estimates. The estimates would 
be tapled in the House and referred to the committee. my £6 


Of course, it could not do all the estimates of all the ministries. 
Therefore, it was proposed that the finance committee would pick and choose 
only a certain number of ministry estimates and would look at those in wnich 
tne committee as a whole had an interest and review those very carefully on a 
rotation basis. It would do three, four, or up to six if it was ambitious one 
year, and others the following year. By the time the parliament was through, 
all the estimates of all the ministries would have been dealt with. 


fhe idea was that this committee would actually look at the numbers and 
tne policy questions would be dealt with in the policy field committees, as 
they are now constituted, by the referral of annual reports of those 
committees. That would pe the opportunity for members to question ministers on 
various aspects of policy within their jurisdiction. 


That was the recommendation tnat started in 1980 and was adopted by the 
procedural affairs committee last year. However, the aspect of the 
recommendation that the estimates should be referred to the finance committee 
does not form part of the new terms of reference for this committee. The 420 
hours are left as they are, so the committee now nas the function of dealing 
with tnose broad economic and financial matters and not with the estimates. 


_ A number of jurisdictions have proposed this type of committee, either 
to do both estimates and general economic policy or to split them up. The 
federal procedural committee in its seventh report in 1983 proposed a fiscal 
tramework committee--that us in effect the terms of reference the committee 
now has--and an expenditure committee to deal more with estimates expenditures 
and so on. 


The Macdonald comnission recommended that there be an economic policy 
committee at the tederal level, much as this committee now is constituted. In 


England, there is a treasury and civil service committee that is constituted 
to look at tne macroeconomic policy of the government, at the forecasts and 


expenditures of the government over the long term. 


A number of other jurisdictions are either thinking about constituting 
this type of committee or have already constituted it. Going back to my 
earlier statement, all these jurisdictions I nave mentioned are looking at 
this type of committee to bring more accountability, to redress the balance 
between tne executive and the Legislature and to give the Legislature more of 
an impact on the economic policy formation of the executive. 


This is by way of background to how this idea began, where it stemmed 
from and what the motivations of the standing committee on procedural affairs 
were in recommending that this committee be established and in envisaging that 
it would be a comnittee that would take its work very seriously, that would 
attempt to become an expert on financial and economic matters in this province 
and that would lend its recommendations and opinions to the government on 
various economic matters. 


Perhaps I can turn now to the sorts of things it was envisaged the 
committee could or should do. It depends on the committee to decide what it 
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ultimately wants to do in these areas. I believe the clerk has distributed the 
discussion paper issued py the Treasurer (Mt. Nixon). 


Tne Treasurer was kind enough to look at the procedural affairs 
comnittee's report and to adopt some of the ideas in the report as worthy of 
consideration by tne Treasurer as a way of recommending to thé Legislature 
some of the things this type of committee could do. 


The greatest stress is laid on the prebudget period. For the past few 
years, there has been a tradition where the Treasurer issues a fall prebudget 
statement indicating the broad parameters of the Ontario economy, the 
direction in which it is going, unemployment levels and so on. This is a 
preparation for the eventual budget. As tne Treasurer suggests here, this will 
be an opportunity for this committee to make its contribution to that 
prebudget process. 


LO S30" aon. 


In the fall, when the Treasurer tables the Ontario economic”’and fiscal 
outlook, as he calls it, the committee will take that document, look at it 
very carefully and as a committee decide that it wants to look at the 
implications of the Treasurer's report. It could invite the people the 
Treasurer suggests at the back of the report to appear before the comnittee to 
give their assessments, their views on where the Ontario economy is going, the 
kinds of parameters you should be using in formulating the budget and 
generally providing advice to the Treasurer on the direction he should take in 
his budget. 


It would be a consultative process in which you would invite interested | 
individuals, groups and organizations to appear, such as labour groups, 
business groups, farm groups and other institutions and bodies. Most of then 
are very keen|to participate in the prebudgetary process to give advice to the 
Treasurer on what direction his budget should take. It was envisaged that this 
committee would provide an additional source of opinions and ideas that could 
be used by the Legislature ‘and the Treasurer to influence the final budget. 
That is one area where I think the committee would play a useful role. 


The other area is tnat it has been a tradition of Ontario Treasurers to 
include with the budget various proposals, usually as white papers, in which 
the government has no commitment on the direction it wants to take but is 
raising certain matters for consideration. This committee could take a lead by 
looking at those budgetary papers and using them as the basis for hearings to 
see about the proposals tne Treasurer has made on personal income tax or 
different kinds of fiscal arrangements and to provide a legislative input into 
tne system. That is another area where the committee could serve a very useful 
function. : 


As well, various tax measures are tabled in the House as part of the 
budget and I think the Treasurer suzgests in his paper that it would be useful 
if tnis committee looked at them. Tne House leaders may decide for their own 
reasons that they will not all come to this committee. It is conceivable they 
could go to another committee, but potentially at least, those tax measures 
could come to this committee for consideration. 


There are some areas, as proposed by the Treasurer, that the committee 
could seriously consider as its continuing mandate or continuing terms of 
reference. The Treasurer has also suggested, and this is only a matter of 
suggestion, that the committee look at the way estimates should be dealt with. 
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night now, as indicated before, the estimates are not referred to this 
committee. They continue to be dealt with under the 420 hours. Conceivably, 
this committee could look at that, although because the standing comnittee on 
the Legislative Assembly has a mandate to look at changes in procedure and so 
on, I think it would be courteous to have some contact with that committee and 
perhaps hold joint meetings or make some other arrangements fdr interaction 
between the two committees on those things, since they already have a position 
on the whole question of estimates and how to deal with them. If you were to 
pursue that matter, pernaps it would be of interest to get together and look 
at tnose things. 


The committee could look at the whole question of budgetary secrecy. The 
topic of whether there is a need for all the secrecy around budgets has become 
fairly prominent in the past 10 years in the area of taxation. Various 
organizations, including the Canadian Tax Foundation, have suggested that one 
could dispense with a great deal of that budgetary secrecy. It is a question 
of taking a more comprehensive look at what could be made more open and what 
could not. 


It is fairly detailed and complex subject matter, but it is an area in 
which the committee could make a useful contribution. It is one that has been 
raised at the federal level by several ministers in the past few years. There 
have been various attempts to begin to open up the process. It is an ongoing 
consideration in various jurisdictions around Canada and the world. There is 
no reason why this committee could not look at these matters in more depth to 
see whetner the absolute budgetary secrecy that now exists is really necessary. 


As you know and as it has been explained, another possibility is that 
tne estimates are still going to be dealt with in 420 hours and will be 
delegated to various comnittees. It is conceivable that this committee may 
want to, or the House leaders may decide that this committee could, do the 
estimates of the Ministry of Treasury and Economics and the Ministry of 
Revenue as part of its ongoing function. : 


These are some of the areas where tnere is agreement between the 
procedural affairs committee and the Treasurer and which the committee could 
do under its mandate. As well, I wouid like to make a suggestion to the 
comnittee. Perhaps sooner than later, you may have the opportunity to invite 
people from the Treasury in to explain the budgetary process, not only the 
actual mechanics of how a budget is made but also the assumptions and types of 
calculations that form part of the budgetary process. To what extent do 
tederal grants and transfer payments atfect the budgetary process? How does 
that atfect the calculations of the Treasurer? Tnere is also the question of 
looking at the overall health of the Ontario economy and on what basis they 
make their calculations, so that the committee has a clear understanding not 
only of how the process works in a mechanical sense, but also the kinds of 
calculations the Treasurer uses on a year-by-year basis to create his budget. 
This would be a useful thing for the committee. If you have it on Hansard, the 
rest of us will get the benefit as well of just how all that works. It will be 
useful as a reference tool for all members of the Legislature. 


10:40 a.m. 


Mr. Chairman: Thank you, Mr. Eichmanis. I might indicate to the 
members of the committee before we entertain questions that I did entertain 
the idea of inviting Treasury officials here this morning. However, I thought 
it would be preferable for us to spend a few minutes contemplating our own 
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navels in tneir absence, in part because it is obvious that we are intended to 


be independent of the Treasury and in part because with the budget being 
prougnt down next Tuesday, they might have felt a little concerned about 
discussing matters on the record at this stage. No matter what happens in the 
budget, it would be eae to have that kind of an explanation given to 
us by Treasury officials as the beginning of our work process. I appreciate 
very much some of the overview you have given us. 


Mr. Barlow: It sounds like an interesting process to have a whole 
committee structured and set up for this. I have a preliminary question on the 
prebudgetary meetings of these umpteen groups the Treasurer has met with on an 
individual basis in the past. Do you visualize us going through this procedure 
ot meeting with these groups and then reporting to the Treasurer? 


Mr. Eichmanis: You would report to tne House. 


Mr. Barlow: Would the Treasurer still have his own private meetings 
with these groups? 


Mr. Eicomanis: Yes. 


Mr. Barlow: We do not know whether he is going to listen to the 
House as a result of our recommendations or whether he is going to sift out a 
tew of them and meet with them. He probably would not meet with all of them 
because we would nave met with some of then. 


Mr. Eichmanis: I suppose it is difficult to refuse. The committee 
always has the discretion of limiting.the number of organizations with which 
it would want to meet. For example, there may be umbrella organizations you 
could meet with rather than with the individual companies that form part of © 
tne association. That may be a way of limiting the-- 


Miss Stephenson: Tne committee might have more discretion than a 
Treasurer is able to have. 


Mr. Eichmanis: Probably. The idea is that there is another point of 
view, a legislative point of view, on these matters that may not necessarily 
coincide with the Treasurer's point of view, as the chairman indicated. If you 
look at the assumptions why the Treasurer says that there is going to be an 
eight per cent unemployment rate and the inflation rate is going to be 10 per 
cent, you could come along and say: "From our reading of the situation, that 
is not going to be so. Unemployment is going to be 12 per cent and the 
inflation rate is going to be 15 per cent."’. Then it is a question of arguing 
your case as a committee in front of the Legislature. 


Mr. Barlow: This would all be done prior to the budget coming in? 
Mr. Eichmanis: This would be in the fall period. 


Mr. Barlow: Would it be expected to be another form of input into 
Want satin 
tne Treasurer s budget? 


Mr. Eichinanis: The Treasurer would have the discretion whether to 
take the comnittee's recommendations or suggestions seriously. He will have 
his discretion. . 
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Mr. Barlow: The advantage would be that it is done in a public forum 
as opposed to behind closed doors. 


Mr. Chairman: I get the impression from this document that the 
Treasurer is inviting us to participate much more in the budget formulation. I 
would not be surprised if many of the groups seeking to see the Treasurer were 
referred to our committee. 


Mr. Eichmanis: Once it became clear to the general public that this 
is a committee that does that kind of thing, I am sure they would all be quite 
Keen to rusn and make their presentations known. 


Mr. Barlow: To as many people as possible. 
Mr. Chairman: We would encourage open debate prior to the budget. 


Mr. Haggerty: This committee can have quite a clout, looking at the 
recommendations set down by the Treasurer. Almost everybody in the 
Legislature, and the back-benchers in particular, will have more Say in 
government policy and procedures following the prebudget studies and the 
economic state of the union statement. This is a new change in government. - 
policy. ‘his committee can get involved in the issues in a way that has never 
peen afforded before, Dr. Stephenson, by any government. 


Miss Stephenson: May I respond, with specific reference to the 
member ! . 


Mr. Chairman: In the circumstances, yes. 


Miss Stephenson: There is a useful purpose to be served in hearing 
the prebudgetary presentations of a considerable number of groups. However, I 
warn you that if you follow the direction of the Treasurer and see absolutely 
everybody, tnat is all this committee will do. It will do nothing else at all 
except to hear the prebudget presentations of all the people who want to be 
heard. 


It that is what you want the committee's role to be entirely, then go 
ahead with open hands to do that, because I promise you, although I said the 
Treasurer does not have a great deal of discretion to exercise in responding, 
he does have time limitations he can put on them. The committee would have 
less success, I think, in ensuring that time limitation. I know how long the 
Treasurer can spend with each of the groups, and it is a considerable period 
ot time when one examines the numbers of groups that are interested in coming 
in. I do not think that the committee would have that kind of power. 


I think it is a very useful exercise to ensure that there is a wider 
input into the prebudget development. Whetner or not tne Treasurer pays any 
attention is zoing to be up to him, because the designated role of the 
Treasurer is such that--although the Premier (Mr. Peterson) from time to time 
may have a little input, he is not the one who makes the final decision about 
it in many circumstances--it is necessary that the process be widened. That is 
precisely what we were hoping to do to ensure that somebody--I did not know 
which committee we were going to use, but we had to use somebody--got this 
input in a more publicized way that a considerable number of groups would like 
to participate in. 


I believe there is a broader role for this committee, however, and I 
would nope we would look beyond simpiy that prebudget development. To 
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understand the process that is utilized by Treasury to make tne kinds of 
projections it does, I tnink is very useful. 1 am sure it is going to be 
attacked by a number of economists when it becomes public knowledge, but that 
is fair game, and I believe it will be helpful. I think that is the way tne 
committee should begin, truthfully. : 


There is no way I can see that manbers ot Treasury staff could be here 
this week at all because they are so up to tneir ears right now that they 
could not possibly nave afforded the time to come in today. But by next week 
they will have a little more time, except they will be scurrying around 
covering the posterior aspect of their physiology to ensure that what they 
have done is deemed to be appropriately rendered. 


I would like to suggest first tnat before this comnittee organizes 
itself into a pattern of activity, it should hear all tne information that 
Treasury staff can provide regarding the structural mechanism that is used for 
budgetary development and budgetary allocation. when you have heard that, you 
are going to be better fitted to determine tne amount of time you snould 
allocate to prebudget input and specifically to estimates examination. 1 think 
this comnittee should broaden that area beyond Treasury and Revenue. I think 
there are a number of areas that should be examined by this committee, even if 
they are examined in other committees--we may select five or six a year; I do 
not know--to take a critical second look at them financially. 


Tnere are other roles that can be examined too. For example, I would ask 
you, Mr. Chairman, wnether this committee is going to be expected to continue 
the function or to produce the final report for tne select comnittee that is 
floating out tnere with its feet firmly planted in mid-air right at the 
moment. If we are expected todo that as well, then we are going to. have our 
work cut out.for us this spring. 


I do think you should know the relatively complex mechanism that is in 
place for the establishment and determination of the budgetary process in 
terms of the mathematics, the pnilosopnies, the actuarial assumptions that are 
made and all sorts of other things before you make final decisions aoout the 
way in which this committee is going to organize its life for the next year. 


10:50 a.m. 


Mr. Hazzerty: I want to follow up on one more point. 1 think we 
should be looking for sone additional research staff tnat can work with this 
committee, and we snould be looking to the library for that. 


Miss Stephenson: There is no doubt we are going to have to have 
considerable help. 


Mr. Chairman: That is a good point. We are going to have to look to 
the library, but we are also going to have to look to Treasury itself, -because 
tne problems are such that only it can know everything that goes on with 
regard to-- 


Mr. Foulds: Not even they know everytning. 
__ Miss Stephenson: I do not believe Treasury staff at this point has 
Sufficient adipose tissue to allow tnat to nappen. They are lean, and i mean 
that. 


Mr. Chairman: That is good information. Mr. Foulds, I have you on 
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next. Just in contemplation of Miss Stephenson's comments, we should bear in 
mind that the terms or reference we were given are extremely broad; they 
involve considering and reporting to the House our ''observations, opinions and 
recomnendations on tne fiscal and economic policies of tne province and to 
wnich all related documents shall be deemed to have been referred imnediately 
when the said documents are tabled." : 


Mr. Eicnmanis nad mentioned an earlier debate about our looking into 
some perhaps four or five ministries a year, which you have referred to, Miss 
Stephenson, although we were not given that specific chore to do. I suppose we 
could attempt to appropriate that in any event, if we wished. 


Miss Stephenson: I think we should examine the possibility of that 
role after we understand what it is we are going to be involved in in terms of 
budgetary activity, which is a significant part but not the whole role of this 
committee. 


Mr. Chairman: Mr. Foulds, Mr. Morin-Strom and Mr. Bossy. _ 


Mr. Foulds: A few coments, Mr. Chairman. We have our work cut out 
for us, and I think the major jop we nave is to define our role, because. one 
of the tnings I am worried about is that we will sit around, contemplating our 
economic navels for ever and ever and accomplish nothing. It is very important 
that we specifically define those things we are going to look at over the next 
year. 


I find myself in substantial agreement with Dr. Stephenson. we should 
avoid like the plazue burdening ourselves with duplicating the work that may 
be done py the Treasurer. But it would be very wise of us to pinpoint a 
cross-section of representative umbrella groups that could give us an idea of 
wnere they are coming fron in terms of the economy and where they tnink tne 
province is at in terms of the economy. 


It is very important for us to undertake some independent and special 
studies of our own. We need not merely Treasury staff and library staff; we 
need to have some substantial resources in our budget so we can hire tax 
consultants, for example, and sone independent economists on a consultant 
basis from reputable organizations sucn as the C.D. Howe Institute and pernaps 
from the labour movenent or what have you. 


If this committee is to function the way I understand the Treasurer 
wants it to function and the way I understand the standing comnittee on 
procedural affairs wanted it to function, it will not simply take government 
advice. I do not want to use the language or the rhetoric, but I do not think 
we should be the lapdog of the Treasury. It is important, if we are to do 
something more than engage in a post-graduate seminar and be just in Line with 
the government, that we do that both in aaministrative terms as well in 
defining our role. 


To give a couple of examples--and simply because we are starting late, 
we may not be able to do this--I would like us to take a look at one of my pet 
hobby horses, which is what we call tax expenditures; that is, those so-called 
tax loopnoles. What we need to do is to examine which of those are legitimate, 
wonich are not legitimate and now they have grown up. If a majority of them at 
present are iliegitimate, we could get revenue for the province without 
increasing taxation. That is tne kind of question this committee can have an 
informed investigation on, it seems to me, and one that would be very valuable. 
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Looking at tax revenues from tne various regions and government 
expenditures in various regions would also be extremely valuable. How much 
revenue do we get in the [reasury from the north, for example, or the 
southwest? How mucn does the government return in services? What kind of 
palance sheet do we nave there? ‘that would be extremely valuable. 


Occasionally we should look at a specific economic problem that seems to 
be thrusting itself upon the province when we did not expect it. I do not want 
to be parochial, but i use as an example the major economic difficulties being 
experienced in the north right now with what appears to be a pattern involving 
Algoma Steel, Kimberly-Clark and Great Lakes Forest Products. 


Wwe could have the authority and the wnerewitnal to examine some of tnose 
questions and oring not necessarily a partisan view and not necessarily a 
nonpartisan view, but a good legislative view to those questions. Those are 
sone of the tnings we should look at positively. 


In conclusion, if I understand the process correctly, the_select 
comnittee dealing with free trade--I know it it out there somewhere floating 
around--was to complete its report by about July 2 and we were to sort of 
pick up after that. 


Mr. Chairman: Yes. Perhaps I snould have mentioned that. 


Mr. Foulds: I do not know, because all my information also is 
secondhand. 


Mr. Chairinan: I mentioned it before you came, Miss Stepnenson, but 

“my information is that the committee still exists. It does not have any 
menbers on it at the moment, but the members will be appointed within the next 
few days and it will continue to prepare its report. 


Miss Stephenson: If I may respond, because I am concerned about that 
committee, 1 nave looked at the amount of information that has been collected 
since tne interim report was provided, and I have a horrible suspicion tnat if 
you guys think you are going to get tnrougn that by a 12, you are dreaming 
in Teconicolor. 


Mr. Foulds: Good luck to you. 


Miss Stephenson: Exactly. 


Mr. Chairman: We have had some very valuable and pertinent 
information since the interim report and, of course, events are speeding along 
as well. 


Mr. Foulds: Could I imake one otner point? I think it would be wise 
for us not to meet next Inursday, because it is budget week. I nave a kind of 
self-interest; 1 am replying to the budget on Thursday. It mignt we wise for 
us to meet two weeks from today. 


Mr. Chairman: The clerk nas questioned in my ear wnether Treasury 
would be prepared to meet with us even by next Thursday too. I thought they 
might. What do you tnink, Miss Stephenson? 


Miss Stephenson: I think it would be difficult. Tnat is what I 
suggested. They will be busy, but they will not be as busy next Thursday as 
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they are today. Probably wnat we should do is request of them their earliest 
attendance, wnich is probably going to be two weeks trom today. 


Mr. Chairman: The point I was trying to make, Mr. Foulds, was that 
perhaps, unlike on an issue Like free trade, we need an ongoing | relationship 
with Treasury for structural assistance and advice. 


Mr. Foulds: Sure. No question. 


Mr. Chairman: Tnere is no doubt that if we were simply to be their 
lapdogs, there would be no purpose in our existence and that we should be 
getting. outside assistance in the form of tax advice, economists, people from 
the labour movement or wherever. 


Lupe sills 


Mr. Morin-Stron: Obviously we have a very wide scope of agenda 
potential before us. In tne first several meetings, we must nave some 
determination of wnere we want to go with tnis comnittee, at least in the 
shorter run, and the development of a focus for woich areas we are going, to be 
exploring forenost as we start ofi. 


One of the proplems, it sea@as to me, is that the task sounds so big and 
yet we are allocated only one meeting per week. I presume, being a standing 
committee, there is no intention at tnis time of us meeting during recesses; 
the budget certainly does not indicate that. That is pernaps unrealistic. 


As well, it is important tnat we operate with some independence fron the 
Treasury. While we will undoubtedly be spending a lot of time discussing the 
financial position of the province with Treasury officials, if we are going to 
be able to do sometning of significance in assessing the province's financial 
position, it is important that we have some talented people hired on a 
full-time, permanent basis by tnis comnittee, reporting to tnis committee. We 
need people wno have the expertise to understand tax legislation. We need 
sonebody with expertise.in tax accounting and somepody with expertise in the 
legal side of tax legislation. We also need some economic expertise, but most 
important, we need expertise in the area of understanding numbers, 
understanding finance generally, because this is a very complex subject. It is 
a subject that most members undoubtedly will lack familiarity and previous 
experience with. 


As well, the public has extreme difficulty in understanding finances. 
Any number bigger than $l imillion is a huge. The relative scope of various 
numbers that get thrown around in the press and in public discussions is 
. totally beyond the comprehension of most people. We have to have some metnod 
of bringing what we are doing down to understandability to the general public. 
That is why we have to look a Little more closely, particularly at this budget 
that has been proposed and what we should do in terms of support for the 
committee. 


Bossy: I have a short question to John; it goes back to the 
Seccee papain deren on procedural affairs, when we discussed the Ontario 
Econonic Council. 1 see the role of tnis comnittee as carrying on tne role of 
the Untario Economic Council in looking at some of the suggestions within here 
and knowing that when a decision was made, we did not feel the Ontario 
Economic Council was serving the govermnent in what it needed or looked for 
except in a biased way. That was the feeling that most members had at the time. 
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This committee, being an all-party committee performing some of the 
duties that would have been expected from the Ontario Economic Council, could 
play that role now and be very useful to the government and to the Treasurer. 
There is the request that the Treasurer come forth with an economic and fiscal 
outlook statement once a year; when he makes that statement, the committee's 
input into tnat report could be fairly extensive, and the reséarch this 
committee would have to do, including meeting with various groups, could 
provide that for the Treasurer. 


Tnis is where I see the role of this committee as being very useful to 
otfset what was once out there as an Ontario Economic Council but not 
providing the information that the government needed. The council was more a 
glorified group of people out there--I do not want to go too far--that was 
regarded by most people in the province as being a very partisan type of 
situation ‘in that it would not ruffle too many feathers. 


This committee could end up rutfling a few feathers and making known to 
tne Treasurer some strong opinions that exist out there beyond the reaches of 
tne Treasurer. We could go out and find those problems and try to flag them 
for the Treasurer. Looking at the interviews which the Treasurer previously 
nad, an Ontario Economic Council is listed there. But I am wondering what kind 
of input into the budget it really had. That is just a comment. 


Mr. Chairman: John might respond to that. 


Mr. Eichmanis: It seems to me that the Treasurer operates within a 
certain constraint, and that is the advice he gets from the Treasury people. 
Uf course, the committee is not bound to take any group's advice; it can make 
-up its own determination. In a sense, the committee is far freer to accept or 
reject advice than-the Treasurer perhaps is. Therefore, the committee's © 
recommendations could be quite different from those of Treasury. 


Uf course, it would be up to the committee to decide what groups or what 
individuals it wanted to hear from. The committee always has the discretion to 
do that. One way of doing it is maybe to ask everybody who wants to make a 
submission whether he can do so, but you will then reserve the right to hear 
from the people you actually think are the ones you want to hear from. You do 
not deny anybody the opportunity to make a submission or to make a point to 
the committee, but because of time constraints, you will hear only certain 
individuals and you will make that known to the individuals or the groups 
concerned. That is a way to manage the overflow or the rush of people coming 
in and talking to you. That is just a suggestion. 


If I may just make a comment on the question of staff, I agree with the 
comments that have been made, particularly Mr. Morin-Strom's comment that it 
is a very difficult process to take all those numbers and all those 
complicated figures and try to translate them into ordinary language. If I may 
be so bold as to express a self-interested statement, the research staff of 
the library have over the years developed an ability to communicate complex 
issues in a straightforward, commonsense way. I would encourage tne committee 
not to dispense with the services of the research service for that reason. Do 
hire outside when you need it, but do not forget that I think we have 
performed very well in this regard and that we can continue to play a role in 
tne committee's work. 


Mr. Chairman: Thank you. Apparently, the research staff may prepare 
us a list of potential contacts. It is obviously premature to fill out that 


staff list, but we certainly will continue, I am sure, to depend on the 
research staff. They have given us excellent service in the past. 
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mr. Cordiano: It is important that we look at the mandate as it is 
described in this document, with particular reference to some of the items 
tnat are reterred to, such as holding prebudget hearings, reviewing tax 
matters and looking at some of the recommendations that have been made. 


Mr. Chairman: Which document? 


Mr. Cordiano: With the discussion. However, I would hate like hell 
to see us get bogged down in some of the detailed numbers-- 


Miss Stephenson: Nuts and bolts. 


Mr. Cordiano: --the nuts and bolts, when that effort is being put 
forward by people in Treasury and people in the Ministry of Revenue. That 
could turn into an exercise in futility. What we should have is a structured 
agenda allowing for each of these aspects to be reviewed within a certain time 
frame. 


1i:10 a.m. 


In addition to that, it is crucial not just to look at a one-year time 
trame, the budgetary process on an annual basis, but also to look at some of 
tne relevant economic problems this province is facing in a structural sense 
over a Longer term and to allow some time to develop that process over a 
three- or five-year period. Really, part of the problem we are facing in this 
province, in this country and in North America in general is that we plan on a 
short-term basis. We can expand our mandate somewhat, albeit within the 
constraints we do have, to look at tne longer-term question, to look at. the 
econonic structure of this province and to try to formulate a ebuatesy) for the 
government over the longer term. 


Tnat could be a very useful exercise for this committee, apart from 
looking at the annual budgetary process in detail and at tax and revenue 
requirements and expenditures. We have to look at the longer term. That might 
De an area we expand on. I am not certain what the time constraints will be 
and how we can pase eal that, but we should include it in our mandate at 
some point. 


mr. Eichmanis: That is a very good suggestion. This ‘tit be an area 
wnere tne committee could consider hiring someone to do a paper or a study on 
some particular aspect that the committee is interested in. 


As you know, economists do not do things in 24 hours or in two weeks, 
but if you did anticipate that over a number of years you wanted to get some 
good background on something, you could commission someone wno was formerly 
witn the Ontario Economic Council, the C. D. Howe Institute or wherever to 
look at a particular aspect of Ontario's economy that the committee was 
interested in and could ask for a paper or a study within a year of 
coumissioning it. That would then be the basis for your discussions on that 
topic. 


Thnus, you could have long-term projects going on that had been 
commissioned, wnich would not interfere with the regular responsibilities of 
the committee in tne budgetary process. Once that commission had been 
supmitted, you would then take a block of time and deal with that matter. Both 
the short term and tne long term could be accommodated that way. 
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mr. Cordiano: My worry is that we would fall into the budgetary 
process and try to duplicate wnat they are doing in Treasury during the course 
ot one year. It is yoing to be very difficult to try to duplicate that and to 
get down to the nuts and bolts. 


I do not think we should do that. We should look at the macroeconomic 


performance of this province and try to pinpoint some of the very real 
problems we are facing in the north and in other sectors of the economy. 


Mr. Eichmanis: I think the Treasurer (Mr. Nixon) and the conmittee 
envisage that the committee would be looking at the nuts and bolts if it were 
doing estimates, but since the committee does not have a mandate to look at 
estimates, when it looks at economic policy, it does look at the macro. As I 
pointed out earlier, at the federal level the committee recommended the fiscal 
tramework committee. That is clearly a macro kind of overview of tne economy. 


As you know, the estimates at the federal level are arranged in a 
difterent way so there is a volume 1, which is a macro kind of overview of 
government expenditures and so on. What is envisaged is a macro rather than a 
nuts-and-bolts look at things at that level. If you were doing estimates, it 
would pe a different matter; then you would have to go into nuts and bolts. 
but in the mandate as it now stands with the committee, it would be a macro 
view of things, as I understand it. 


Mr. Chairman: It could be a blessing to us that we have not been 
specifically mandated to do estimates, then. 


Mr. Eichmanis: Yes, it may be. 


Mr, Haggerty: One of the recommendations that spells out what John. 
was saying is, "It is recommended that the Treasurer provide an annual Ontario 
economic and fiscal outlook to the House each fall, and that the proposed 
standing committee on economic and fiscal affairs receive this statement."’ 


As I interpret that, it means we should then delve into that in more 
depth, and I suppose we would need further special studies done on it by 
experts in the field. You refer it to the particular body that you want to 
review it or to provide us with background information, though the Treasurer 
may have it in his office. 


I suggest that tne library research people we have within the 
adninistration of government have some good talent. We should make every use 
of them now. They can start preparing some of these things on the questions 
that were asked today and give us background information that may lead us in 
that direction without overstepping the Treasurer's commitment to his 
ministry. Tney say tney are going to send another group on a witchhunt to go 
after the lreasury in that manner, and I do not approve of that. We should be 
careful now we approach that level of investigation. You can overdo it 
sometimes and cause more problems than good. 


Tne mandate is put out in the Treasury report last fall, and those are 
tne guidelines we should be following. 


Mr. Foulds: Tnat is not written in stone, and even the Treasurer was 
not entirely happy with it. 


Mr. Haggerty: Who knows what is going to be in that report this 
fall, though? I do not want to prejudge it until it comes. 


F-1/7 


Mr. Cordiano: I do not think our mandate is to be an investigative 
body on what Treasury is going to do. We are here to do more than that. 


Miss Stephenson: While I agree that we should not be specifically an 
investigative body and that the concept of the global, macro vision is 
delignttul to contemplate, I am not sure we are going to be able to avoid 
totally the kind of medium-micro examination of a number of expenditure 
developments in various ministries that may concern us. Tnis committee should 
have tne right to investigate or examine that in terms of its overall picture 
and its total responsibility. Therefore, we should not exclude tnat capability. 


I really think we are perhaps being premature in suggesting that there 
are certain limits we should place on ourselves today. We should think very 
seriously about what has happened as a result of this discussion. When we come 
back and listen to the kind of presentation that I know Treasury can make, 
then let us make the decision about the way we organize ourselves and the way 
we structure what we want to do, leaving enough space always to do some of the 
things that may come up as specific problems we need to face. During that time 
we should not depend on anybody except the superb research staff We have in 
the liprary. We cannot make the kinds of decisions about whom we are going to 
need until we know what we are going to do. 


Mr. Haggerty: I do not want to see a $20-million report that says, 
"Leap by faith. : 


Mr. Chairman: I am going to recognize Mr. Foulds. If anyone else has 
anything really pertinent to say, I will entertain a comment, but I think we 
are coming to some understanding of where we are going. 


Mr. Foulds: This may.be a first, but for-the second time in one day, 
I agree entirely with my coileague, Dr. Stephenson. 


Miss Stephenson: That is awe-inspiring. 
Mr. Foulds: This is the first time in my 15 years and your 10 years. 


I want to emphasize that one point. We should not restrict ourselves 
from some investigative function. It is really important that we keep this 
avenue Open in two. ways. First, if there is a specific economic problem that 
faces the province and no other vehicle is readily available to investigate 
it, then this committee should be available. 


Second, the thing Dr. Stephenson mentions that I think is really 
important is that you not take the nitty-gritty of expenditure but that you 
look at the -pattern of expenditure to see where it is exploding, why it is 
exploding, whether there is a rationale for it and whether it is going to be 
reigned in in the future or continue to expand. I can see that as a very 
important part of our function. 


I am pleased by the amount of consensus there is in the committee. We 
should probably think about things for a couple of weeks. Maybe we should do 
tnat nigh school exercise of writing our own thoughts down about what we would 
like to see the committee accomplish, hear what the Treasury people have to 
say to us pernaps two weeks trom today and have the library research people 
continue to work for us--I think that is an excellent idea. But we must not 
limit ourselves when it comes to the budget discussion. We should not limit 
our budget so that we cannot get outside help if and wnen we need it. 
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Mr. Cordiano: My comnents were generally reflective of what Miss 
Stephenson said earlier in that we can spend all our time in hearings. We do 
not want to do that because we are going to duplicate everything that is going 
on in Treasury. We have to allow some space for some of the irivestigative 
work. My interpretation of investigative is that we get into the nuts and 
bolts of how expenditures are unfolding in a particular area. We can do that 
but we do not want to deal with that entirely over the course of a three-month 
period, let us say. 


Miss Stephenson: But we should not limit ourselves. 


Mr. Cordiano: No, that is what I am saying. We should be flexible 
enough in our schedule to allow for some of that to take place and to look at 
three or five years down the road. 


Mr. Haggerty: I am looking at May 13 when the budget will be brought 
down. It you look at the guidelines set down in the Treasurer's comments on 
the standing committee on finance and economic affairs, we may get into a 
corner and have to review all the tax legislation arising from the budget- and 
prepare recomnendations. 


That is quite a task in itself. We may have to bring in experts and take 
a look at the flat tax rate to see if that does not bring in more equity to 
the taxatioa of individuals in Ontario. I think it was Mr. Foulds who 
mentioned the loopholes that are there now which certain individuals or 
corporations can get around and not pay much in taxes at all or not pay their 
snare. AG . 


We will have to take a-look and we may say, ''Yes, we will have to bring 
in the experts.'' There are some experts in the legislative library research 
department. Let us get some input from them. They can get the background 
information and then we can make that decision. I am not prepared today to say 
I am going to spend money on research because if you get into that in depth, 
then you will probably be looking at travelling to other communities or other 
countries, such as the United states. 


Much of the new policy that nas come out is geared to the style of 
government in the US, where they can review the president's budget. You have 
to remember that their budget is always one year ahead. We deal with it when 
tne money has already been expended. We cannot really accomplish anything 
unless tne government changes its tax policy and says the budget the 
government introduces next year will be tor the 1988-89 year, always one year 
anead. 


Then we could have a committee that can accomplish something, because 
then we can review all the expenditures or proposed tax changes that come 
torward. We are doing it after the barn doors open. What can we actually do? 
It you really want to get into it, the whole tax structure has to be changed. 
They have to advance that budget one year ahead, always a year ahead, 
forecasting. 


Mr. Chairman: This is our chance to do something of that nature 
because we are working, starting now, towards the 1987 budget presumably. 
Jonn, your last word. 


Mr. Eichmanis: It may be useful if the committee were to travel to 
Westminster. As I pointed out earlier, the Treasury and Civil Service 
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Committee has a similar function in Britain, much the same mandate as this 
committee has. I am sure tney have useful insights into how the British 
committee works. 


Mr. Chairman: I thought the British committee was no longer working. 


Mr. Eichmanis: No, that was when it did the estimates. The | 
expenditure committee is gone, but now there is a Treasury and Civil Service 
Committee that nas this macro mandate rather than the expenditure mandate. 


Mr. Chairman: We may do such a triumphant job that other 
jurisdictions will be coming nere to see us. In any event, we cannot come to 
any conclusions today, obviously. 


Barbara Cotton is going to do a little précis on some of the ideas, and 
that may be part of your exercise, Mr. Foulds, on writing out what it is we 
want to do. I do not think there is much point in continuing the conversation 
tnat we have been having, although it is an excellent one and has _percolated a 
lot ot interesting concepts. 


There are two matters to consider then. One is whether we should meet 
next Thursday or two weeks from now. My inclination was to try to get going 
next T[nursday. However, I think I am ESE uae that it would make more sense to 
wait for two weeks. 

Mr. Foulds: It I could speak to that; from a personal point of view, 

I will be preparing my budget reply for that afternoon. As Treasury critic for 
the party it would be nice if I could be here at the first briefing. 

Mr. Chairman: Yes. 


Mr. Foulds: It is just a very personal situation. 


Miss Stephenson: It might be just a bit difficult for the Treasury 
people to do 1t next Thursday. I suggest we ask them if the following Thursday 
would be appropriate for them. 

Mr. Cordiano: I tend agree with that view. 

Mr. Chairman: It sounds as if it is all-party decision. 


Mr. Cordiano: Many of us will be on speaking engagements immediately 
after the budget announcement. 


Miss Stephenson: It is the Mulroney plan. 

Mr. Chairman: Is that the Mulroney plan? 

Mr. Haggerty: Let us set a date. 

Mr. Chairman: That would be two weeks from today. 
Mr. Haggerty: Will we have library staff here? 


Mr. Chairman: Yes. That will be two weeks from today, May 22. It is 
always going to be on Thursdays at 10 a.m. 


Mr. Haggerty: Is the House sitting that morning too, on Thursday? 
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Mr. Chairman: Yes, it is private members’ day. 
Mr. Hagzerty: That is going to cause some problems, too. 


Miss Stephenson: It simply means we are going to need a substitute 
for this committee if there is a bill we want to participate In. That is the 
date we have been assigned by the House leaders. 


Mr. Haggerty: It was Wednesday, then it was changed to Thursday. I 
was not aware of that until recently. 


Miss Stephenson: I did not know it was Wednesday. 


Mr. Haggerty: It had been set on Wednesday, then it was moved. 
Pernaps some members may be involved in the public accounts committee or 
private bills and regulations. They all usually sit on that day. I am sure 
some members are sitting on tlio connittees. 


Mr. Chairman: I know that, Mr. Haggerty. It is a problem fof our 
party, but the time we have been given by the Legislature is Thursday morning. 
The whips have had to deal with that in assigning committees. That is written 
in stone. Tne issue of whether we sit after the session is completed is 
certainly open to be discussed, so do not book up your summer. 


Mr. Foulds: Book up your summer up and let the committee know when 
you are available. 


Mr. Chairman: Let us get back to item 4 on the agenda, which is an 
interim budget. We have now decided not to meet again until May 22, and it is 
imperative tnat we have a budget. The clerk has indicated to me that if we 
went with an indefinite budget or a budget that did not delineate what we want 
tne money for, it would be thrown back at us. She is prepared to take 
sugyestions for changes that wight be made in this budget. I think it is 
accepted by everyone that the budget is largely the result of guesswork. 
Obviousl, it is going to have to be changed. In view of the circumstances 
tnat we ind ourselves in, it might be appropriate to pass it. 

Mr’ ' Foulds: Why do we not adopt this budget just to give us some 
operatio, al petty casn, so to speak, for coffee supplies and that kind of 
thing. Wi 2n we submit it, we can make the point that we will be submitting a 
supplemeritary budget to take into account future staffing needs and other 
expenses we might entail. We should detine that before we submit the 
Supplementary budget as well. 


Mr. Chairman: So it could be passed, with that caveat made quite 
clear in passing it. 


wir. Foulds: I want to call it an interim budget because, five months. 
down the road, I do not want some reporter from one of the newspapers saying, 
''Finance committee quadruples its budget.'' We understand this is a coffee, 
doughnuts and supplies budget. 


mr. Barlow: That is exactly the point I was going to make. 
Mr. Chairman: Perhaps we could entertain a motion that this is being 


passed as an interim budget and that it will be made clear when I present the 
budget that there will be a supplementary one. So moved? 
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Miss Stephenson: A significant one. 


Mr. Cnairman: A significant supplementary budget. All right, I will 
leave that there--not tnat they will necessarily remember when I come back. 
Any other discussion? 


Motion agreed to. 
Mr. Cnairian: Any other business? 
Mr. Haggerty: Do we get a refund on our coffee? 


Mr. Chairman: I am atraid not. 


The committee adjourned at 11:30 a.:'. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 


STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Thursday, June 12, 1986 


The committee met at 10:21 a.m. in conmittee room re 
FUTURE SCHEDULING AND FUTURE BUSINESS 


The Vice-Chairman: I do not think our colleagues from the third 
party will be showing up too quickly, so we should move ahead. 


Mr. Haggerty: Mr. Chairman, let it be noted that it was 10:2] a.m. 
before the committee got started. 


Miss Stephenson: Can you find another nit to pick this morning? 
Mr. Haggerty: Oh, no. There are reasons for it. - 


The Vice-Chairman: The agenda for today is to discuss our scheduling 
for the next little while. We had mentioned before that we are going to get | 
confused somewhat with the select committee because some of the same members 
are on it. In any case, we have to deal with the question of an agenda for 
this conmmittee--that is, the standing committee on finance and economic 
affairs--having regard for the select committee that is tentatively scheduled 
to meet when the House is not sitting, which will be some time in July and 
August, I believe. 


We anticipate setting up an agenda for this committee for September or 
October. That is when we will be able to deal with some of the issues that we 
should discuss today and alternative Thursdays. For the time being, we should 
determine how much time we need to discuss a relevant agenda for the fall. If 
we need to do it on alternative Thursdays, fine. If we do not feel that time 
is essential, then we can carry on with the work of the select committee on 
economic affairs. 


Mr. Haggerty: Apparently there are two committees dealing with the 
same topic. 


The Vice-Chairman: No, they are entirely different topics. 
Mr. Haggerty: You have to finalize that report. Am 1 correct? 
Mr. McFadden: That is only on free trade. 


Mr. Haggerty: When is that going to be completed? That is where the 
conflicting things are. 


The Vice-Chairman: There is a target date for some time in the fall. 
Mr. Ashe: It is 1988. 


Miss Stephenson: Last week we decided we would try to have it done 
some time between August 1s and August 31. That is the time frame we set for 
ourselves, if that is feasible. We do not know at this stage of the game. We 
have to know how much time the other members of the committee are going to 
have to spend on this committee before we can determine what we can do. 
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- The Vice-Chairman: By the same token, however, if we do get that 
work done, the final report will be issued in the fall. 


Miss Stephenson: Oh, yes, but our activity would be ay by the 
end of August. 


Mr. Haggerty: This committee will not be sitting through the summer 
months, so the rest of us can plan some summer events too. 


The Vice-Chairman: I would not say that entirely. The question we 
are having to deal with is how long the House will be in session and what our 
timetable will be with regard to the two committees, the select committee on 
economic affairs and the standing committee on finance and economic affairs. 


Miss Stephenson: Do you have a clear and uncluttered crystal ball? 


The Vice-Chairman: I thought some of the members of the Conservative 
Party might be able to answer that question this morning. I suppose -not. 


Miss Stephenson: Could I move for discussion that this committee sit 
today and next Thursday? The hopscotching is silly. All it does is confuse us 
and provide difficulty. That time should give us enough opportunity to try to 
determine the broad outline of our future agenda and to develop specific 
agenda items for at least the early part of the committee activity. When we 
have completed that, the committee on trade policy can be reconstituted and 
function during the remainder of the Thursdays that the House is sitting. I 
think we should try to get this done first and then go on to the other 
activity, or begin the other activity again. Is that a reasonable solution? 


The Vice-Chairman: I would like to comment on that, if I might. 


This has been discussed with the chairman, the member for Kitchener (Mr. 
D. R. Cooke), and I think there was some previous discussion in this committee 
that we probably would need a couple of sessions to determine its agenda. Let 
us entertain that motion, then. Is there any discussion on the motion that we 
meet next Thursday? 


Miss Stephenson: May I speak to it? 

The Vice-Chairman: Yes. 

Miss Stephenson: The direction from the House leaders was that this 
committee meet on alternative Thursdays until the House rose. Then we would do 
whatever was necessary. 

It seems to me that it would be more sensible if we were to concentrate 
our efforts on trying to finalize that agenda now and getting it out of the 
way. Then we could really get at the business of trying to complete the final 
report on trade policy activity. 


The Vice-Chairman: That seems reasonable. 


Miss Stephenson: A lesson in defiance, I must admit, of the House 
leaders' suggestion. 


The Vice-Chairman: Any discussion? 


Mr. Foulds: I support that motion. 
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- The Vice-Chairman: Shall we take a vote? No objections? 
Motion agreed to. 


Mr. McFadden: Mr. Chairman, I would like to make one suggestion. I 
cannot remember at which one of our meetings I raised it, whether it was at 
our scheduling meeting, last week, or whenever. 


Before we get into all the detailed, fundamental questions of our 
jurisdiction, we should get some opinion on that. Perhaps it cannot be done 
before September, perhaps as soon as next week. Theoretically, we can look at 
anything we want to on corporate concentration, on which we can have no impact 
at all except to comment. If we can get some initial opinion on the 
Legislature's areas of jurisdiction, we can get a better idea of the 
industries we should be concentrating on; otherwise, we could head off into 
all kinds of directions. 


I myself am not sure about this, because there are areas of both sole 
and joint provincial jurisdiction. Determining what our jurisdiction is can 
help us focus on the questions we should be dealing with in respect - those 
industries. 


The Vice-Chairman: That is a good point. Any comments? 


Mr. Foulds: I have two points to make. Have we accepted that this is 
going to be-- 


Miss Stephenson: No, not yet. 


Mr. Foulds: Good. Second, with regard to David McFadden's specific 
proposal, has there not been a federal trade commission sitting for four or 
five years examining this very question of concentration? They are late, are 
they not? 


Miss Stephenson: Yes, they are, but they have not really looked at 
corporate concentration as a specific problem. 


Mr. Foulds: And for Ontario. Surely there would be--I hate to invent 
the wheel again, because I think we do that a lot. Maybe some of our 
researchers could follow up on David's suggestion to see what has ‘transpired 
in that committee, and how relevant it is to this issue. 


I have a further suggestion. I do not know how other people's schedules 
are; mine is hectic. However, perhaps a steering committee could be struck, 
with a representative from each party, to determine which items the members of 
each party want to see on the agenda. Perhaps that steering committee could 
meet at least once before next Thursday's meeting so that we have some 
concrete things to discuss. 


The Vice-Chairman: Do we want to structure that now, or will we 
leave it open? 


Mr. Foulds: It is just a suggestion I am throwing on the floor. 


The Vice-Chairman: It is probably the best way to proceed. I think 
that is the custom. 


10:30 a.m. 
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- - Mr. Ashe: The steering committee concept works quite well elsewhere. 
It has worked exceedingly well in the select committee on energy, and its 
predecessor, the select committee on Ontario Hydro Affairs. It is probably one 
of the reasons the energy committee works. 


The Vice-Chairman: We can use the steering committee procedure on 
the standing committee on finance and economic affairs as well. I have not 
been around this place long, but most of the committees I have been on had 
steering committees. 


There is a motion on the floor to elect a steering committee. Shall we 


entertain representatives of each party at this point or do you want to do 
that later? 


Miss Stephenson: We will share it. Is that all right? There will be 
times when David will not be able to do it and I will; and times I will not be 
able to do it and he will. 

The Vice-Chairman: That is fine. 

Are there any volunteers? 

Mr. Haggerty: Toss a coin. 

The Vice-Chairman: All right, we will toss a coin. 

Mr. McFadden: Mr. Chairman, you are the caucus representative. 

The Vice-Chairman: We can discuss that later. 

Mr. McFadden: You guys can make a deal on your own. 


The Vice-Chairman: Do we need approval of that motion or is there no 
disagreement? 


Miss Stephenson: No. 


Mr. Haggerty: I would like to see that in there, then we will know. 
Otherwise, other committee members will say, 'What is going on here?" This way 
we have some direction. You might say we are still two committees functioning 
within one organization. 


Miss Stephenson: The motion is to appoint a steering committee and 
then each party can determine who they want. 


The Vice-Chairman: Then let us vote on the motion. Those agreed? 
Agreed to. 


Mr. Foulds: Will you tell the member for Kitchener so that he can 
arrange a meeting of that steering committee? 


The Vice-Chairman: A meeting of the steering committee for some time 
next week, probably on a Tuesday. 


Miss Stephenson: There may be a committee which meets at the same 
time. 
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- - The Vice-Chairman: I believe we are scheduled to have Dr. Lazar 
before us to give us some ideas about corporate concentration, which we may be 
looking at. Am I correct in assuming that? 


Mr. Traficante: I have no idea. It was just mentioned to me. 


The Vice-Chairman: The chairman indicated to me yesterday that we 
may have a visit from Dr. Lazar but I do not see him here, and he should have 
been here at 10:30 today. 


Mr. Barlow: Who prepared this document? 


The Vice-Chairman: This was probably from Dr. Lazar. This was a 
discussion paper bringing up some of the issues we may want to look at. The 
best way to proceed is to have our own discussion and give Dr. Lazar an 
opportunity to speak when he arrives. 


Does anyone want to speak to this with regard to corporate” - 
concentration? I believe this paper deals with that subject entirely. 


Mr. Ashe: It carries on indirectly from David McFadden's concern 
regarding provincial jurisdiction. What comes to mind is, so what? I do not 
think we can do anything about any of these questions regardless of what we 
find out. 


Miss Stephenson: There are specific areas in which the provinces 
have full jurisdiction. They may relate to the federal level in information 
sharing and other activities, but there are specific areas, primarily trust 
companies, for example, which have a specific provincial authority. Securities 
are entirely provincial, if I am not mistaken. Those areas are within 
provincial jurisdiction and they are things we should be looking at. Do we * 
have any influence at the federal level in the other areas, in banking, for 
example, and insurance companies, that sort of thing, which have federal 
charters? Because we have a concentration of those institutions in Ontario, 
this province surely must have some kind of influence that is not legislated 
influence, or legislative influence. I guess it is more De aeraes and moral 
suasion, that sort of thing. 


Mr. Ashe: That is the whole issue. If we are only talking of 
financial institutions, we know that the whole damned system is controlled by 
the major banks and the Bank of Canada, indirectly anyway, over which we have 
no bloody control. That is the way it works if we are talking about large 
monopolies within the industrial sector. We can see what goes on every day 
with the banks with interest rates and all the oil companies ganas prices the 
same day, and those kinds of things. 


Miss Stephenson: But George, yesterday a policy was announced which 
permits greater corporate concentration in the area of financial institutions 
in a way which has not been traditional in this province and this country. I 
am sure some of the people who have looked at Genstar and others were a little 
apprehensive when they heard that because there are problems with that kind of 
concentration. We should be looking at those things. 


But is that our primary concern at this point? That is the thing we have 
to decide. I know we were asked by the House, by the government party, to look 
at corporate concentration as a matter of concern. But that is not the only 
area that we should be looking at. Perhaps that is what the steering committee 
has to decide. 
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-Mr. Foulds: I am approaching 50. I figure I have about 25 active, 
intelligent years in politics. 


Mr. Ashe: We do not like dog catchers in Parliament. 


Mr. Foulds: I am not sure it is our job as committee members to go 
through a sort of second year university seminar on economics. I would very 
much like for the steering committee to meet and each party propose its items. 


As the finance critic for our party, I would really like to take a look 
at the tax expenditures that were published by the Treasurer (Mr.Nixon), to 
determine what was in those and what was not in those-- 


Mr. Ashe: Where all the hidden money is. 


Mr. Foulds: Sure. Because one of the things our committee should do 
in relation to the province's finances is to see where there is legitimate 
revenue and where there is not legitimate revenue. There has always -been this 
debate on that issue. 


Each of the parties would have one or two other issues. I would like to 
see us put those down and then, at the next meeting of the whole committee, © 
strike our three or four priorities that we will start in the fall based on 
the list that is submitted from each caucus. For us, now that we have the 
paper--frankly, none of us has been able to read it carefully--to have an 
intelligent discussion about it at the present time does not seem to me to be 
particularly productive. I do not want to be a wet blanket, but that is the 
way I see it. 


Mr. Ashe: It happens very seldom but it has happened again. The New 
Democratic Party and I are on the same side. 


Mr. Foulds: That is twice. 


Mr. Ashe: I had better review my position. It was my understanding 
that the main role of this committee related to the budget and the budget 
process, which means the post budget and prebudget. 


Miss Stephenson: Not necessarily. 


Mr. Ashe: Let me finish my perception. I am not saying that 
everybody agrees; that is fine. There is no doubt that was not the only role, 
I acknowledged that the first thing, but if you look at the time frame, and 
that this committee apparently is not going to do anything until the fall, we 
are already getting very close to the process for the next budget. Keep the 
time frame in mind. 


The area just raised by Mr. Foulds is a very legitimate process leading 
up to knowledgeable input, if that in fact is what is wanted. I have my doubts 
about that being the purpose of the government, but that is fine. If we are to 
have a real process towards the next budget, we have to see all the things 
that went into the makeup of this budget in a legitimate way. For example, are 
the revenues legitimate in the forecast as portrayed in the budget? Where is 
all that money some feel is hidden in the way of shortfall, revenue forecasts, 
etc.? I do not know how you can just say, "We will wait till the next budget 
and we will look at that starting next Christmas." By that time it is a farce. 


After the process has been gone through for a year and found to work, 
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then -you have other time. That is my view of our role at this point, with the 
time frame we are going to be allowed to operate under. From what you have 
said before, Mr. Chairman, we will not be doing anything to speak of until 
September. 


The Vice-Chairman: If I might use the chairman's prerogative to 
comment on some of these things, the role of this committee, as well as 
preparing for the budgetary process, is to look at any individual items we 
would like to look at as a committee. There is no definite constraint on what 
we can look at. We will decide on the agenda. That is what we are attempting 
to do here. 


There is a role for this committee to look at the entire budgetary 
process. That has to be commenced some time in the fall. 


Miss Stephenson: You will recall that was our first agenda item. We 
had determined at our first meeting that we needed to have officials of the 
Ministry of Treasury and Economics here to explain for all members of the 
committee the budgetary process that is pursued in Ontario and the kind of 
direction that is taken. We were unable to do that because of the budget one 
week and the post-budget the next week. Then it was cancelled the week after 
that. That was what we felt we should start with, so we could have some type 
of knowledgeable committee to begin the portion of our activities relating to 
Sea are development, which takes in the kind of thing Mr. Foulds was talking 
about. 


If you look at the terms of reference or the suggestions that were made 
by the standing committee on procedural affairs and agencies, boards and 
commissions, the range of potential activities for this committee is very 
broad. I agree there are some time constraints upon us this year because of 
the duplication of effort of many members of this conmittte and of the select 
committee on economic affairs. These constraints provide a problem and an 
inhibition. 


If the committee could sit three days a week, we might be able to 
overcome that inhibition, but I do not think that is going to be possible in 
the next few weeks. I believe we should be trying to ensure there is a process 
that provides us with the opportunity to hear about the budgetary process that 
is in place or is intended to be modified. That can be provided by the 
Treasury officials whom we invited to come. 


Mr. Haggerty: Just to follow along what Mr. Foulds mentioned, the 
guidelines were set out in the budget of the Treasurer, and I think we should 
stick to them. As we get into that area, we are dealing with taxes, pensions 
and everything else. These other things will follow that discussion or 
whatever we want to review. When we get into pensions, we can look at the 
economic impact they have on the province and even on the government. We want 
to find out where this money is being funded, where it is being spent and 
things such as that. We will get into the area of takeovers of certain firms; 
you mentioned Genstar as one of them. We will probably take a look at that 
because we are looking at the economic side of it. 


Miss Stephenson: We can look at corporate concentration. 


Mr. Happert ys That is right; corporate concentration. Is there any 
capital in this when it is taken over by a foreign industry? Is Canadian 

Capital going to be leaving this country? Is any of it going to come back in 
return for the investment being put, say, in Canada Trust? We should follow 
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the: suggestions of the Treasurer. These things will gradually fall into place 
as we get into them in depth and as we deal with the financial situation of 
the province, taxes and the whole list of things. It is a rather broad area we 
can cover. 


We should first follow the format suggested by the Treasurer. As Mr. 
Ashe says, we have to take a look at the budget very closely. We should 
discuss the new budget later in the year before we start implementing it. We 
can have some input into it after talking to the public as well. 


Mr. Foulds: This is where I diverge slightly from Mr. Haggerty and 
perhaps Mr. Ashe. It is our responsibility to look at certain economic issues 
as well as looking at what I call narrow budgetary concerns; they are 
interrelated. If we accept the Treasurer's agenda, I do not want to be the 
member of a lapdog committee. I do not say that provocatively. Budgets have 
traditionally ignored some economic issues. There may be reasons for that, 
but-- 


Miss Stephenson: That is what the committee should know. 


Mr. Foulds: That is what we should know and investigate. If there is 
no legitimate reason for it, then we should make strong recommendations to the 
Treasurer that his budget should deal with some of those broader economic 
issues. 


Let me give you one example relating to the part of the province I come 
from. As a whole, the province is enjoying what is called buoyancy, growth and 
so on. Northern Ontario is not. We are suffering a loss of economic activity, 
a withdrawal of capital and a loss of jobs. That is a very serious matter, not 
merely for northern Ontario but for the economy of the province. 


If there is substantial withdrawal of capital or assets in the pulp and 
paper industries, then one of Ontario's largest industries, employers and 
generators of foreign capital goes down the tubes. That has a very serious 
economic impact on the whole province. The committee must reserve the right to 
investigate those kinds of things if it decides to do so. 


Miss Stephenson: I understand the rules of the Legislature provide 
for that kind of economy within standing committees. 


Mr. Foulds: Yes; there is no question about that. I worry a little 
about getting on the budget bandwagon immediately, so to speak. The committee 
should agree what the items are before we begin our meetings in the fall. We 
know the time constraints Mr. Ashe talked about. We may have to look at some 
of the budget items first, but we should tentatively schedule some of these 
other questions. 


Mr. Ashe: That is also budget policy as far as I am concerned. 
Mr. Foulds: Sure. 
Mr. Ashe: I do not disagree with that. 


The Vice-Chairman: I would like to comment. This committee's role 
was to look in advance at the pressing issues that come up in the budget, but 
there is also room to look at the longer term and some of the broad strokes in 
the economy. That can be part of the committee's activities without 
interfering with the natural process of the budget. I suppose it will be up to 
the steering committee to determine a suitable timetable. 
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- - In any case, if there are no further comments in that area, I will call 
Professor Lazar forward. 


10:50 a.m. 
Dr. Lazar: Will I sit over here? 


The Vice-Chairman: Sure. Professor Lazar, thank you for being with 
us this morning. You will be dealing with the paper on corporate concentration. 


Dr. Lazar: Yes. Let me give you a brief background of how this paper 
came into existence. 


I met with Mr. D. R. Cooke on my initiative about a week and a half ago 
and told him I had certain ideas on what this type of study or investigation 
should entail. They were based in part on some previous work I had done for 
the federal government in about 1982-83, when it also looked at the issue. 


After discussing this with him for 20 or 25 minutes, he suggested I put 
my ideas down on paper; they could then be circulated among the members of the 
committee for feedback, and perhaps guidance, as to where they might go with 
regard to the task assigned to them in the budget by the Treasurer. ; 


That is how this paper came into being. I gave it to Mr. Cooke 
yesterday, and he has obviously circulated it to the various members. 


This paper basically sets out what I perceive to be the fundamental 
issues. In no way should Mr. Cooke be given any sort of responsibility or 
liability for its contents. You will have to ask him whether he endorses it. 
It is something he had asked me to prepare for him to give to the members of 
the committee, and I take ultimate responsibility and blame for it. 


I will not go through the various points. I just want to emphasize at 
the outset the four key questions I have set out in the paper in a logical 
order. 


If one is going to look at the issue of corporate concentration and make 
it more than just a witchhunt, or an attempt to use an excuse to assign blame 
or prevent further concentration or expansion of conglomerates, one first has 
to define what is meant by corporate concentration and corporate power, 
excessive power. 


There is an additional point not mentioned in this paper that one should 
look at. Has there been any fundamental change in corporate concentration and 
power, or is it just the names of the families controlling large parts of the 
_ economy that have changed? We have, in fact, always had this type of 
experience in Canada. 


That is one issue that has to be addressed. What do we mean by 
concentration? What do we mean by corporate power? 


The next issue looks at the operation of the conglomerates themselves. 
Are they operating to the benefit of the economy and society, the country as a 
whole and the province in particular? I have set out various questions and 
issues that have to be addressed there. This goes beyond the question of the. 
shareholders benefiting. It is really a small constituency that I want you to 
be concerned about. 
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- - The third question goes beyond the conglomerates themselves. How do they 
interact with other companies, other parts of the economy and other parts of 
society? What are the spillover effects in these other areas, and are they 
positive or negative? In weighing the spillover effects against the operation 
of the conglomerates themselves, one can come to some conclusion- whether what 
is happening to the economy is e00d or bad. Wy 


There is a final point. Where do government policies come into play? 
There are tax policies, various spending programs, tariff policies and 
competition policies. Have these acted to encourage increasing concentration, 
if that has been the case, or the trend towards conglomeratization? Have they 
tended to offset this, acting as somewhat of a countervailing force? 


There is a final question with regard to policy. Are there existing 
policies or new policies one can introduce to try to either correct whatever 
problems might exist or perhaps promote a more rapid rate of productivity 
growth that will improve the competitiveness of the ecomony, aside from what 
is happening with conglomerates? 


Those are the four issues I see as critical and the progression I would 
hope you would follow in dealing with this problem. 


Miss Stephenson: May I ask Professor Lazar whether the four 
questions are those he asked when he was doing the study for the federal 
government in 1982? 


Dr. Lazar: The ones I looked at were primarily questions 2 and 3. 


Miss Stephenson: Has there been any dramatic change in the situation 
since 1982 or 1983 which would lead you to suggest that 2 and 3 should be 
re-examined at this point? 


Dr. Lazar: There are three things in particular. First, there has 
been an acceleration of some of the growth of about six to nine conglomerates. 


Miss Stephenson: So you are answering your first question then. 


Dr. Lazar: That does not mean there has been an increase in 
corporate concentration; there has just been a more rapid growth of of these 
companies. My impression is that it is perhaps more rapid than the rate of 
growth in the economy as a whole, but I cannot say that with certainty. 


The second factor is that there has been an increasing trend to try to 
incorporate financial institutions within these conglomerates. This was just 
beginning at that time, and now the trend has accelerated. That brings in 
another issue. 


Miss Stephenson: Now we will encourage it in Ontario. 


Dr. Lazar: The third is that we were just moving into, and were in, 
a recession. We have now moved out of it. At that time, these conglomerates 
were cutting back on employment. One would have expected, with some of the 
economic recovery that has occurred in the past couple of years, that they 
would have made up part of the employment losses. That has not been the case; 
they have continued to cut back on employment. The question one must ask now 
is whether this is a trend that is ongoing throughout the economy and whether 
it is necessary to maintain a competitive position, or whether it is something 
peculiar to these conglomerates. 
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-- > Those three factors have changed. 
Miss Stephenson: My concern is that since Professor Lazar had 
examined in great detail this whole area for the federal government in 1982-- 
Dr. Lazar: It was not in great detail. Aer. 
Miss Stephenson: But it was in some detail? 


Dr. Lazar: Yess 


Miss Stephenson: Yes. I would hope we would not be involved, in 
whatever we decide to do, in reinventing whatever was examined at that point, 
but moving from that base, determining where it is we should be exploring this 
matter right now. 


Mr. Foulds: Just a simple question: Is that federal study available 
to us? - 


Dr. Lazar: I do not think so. I do not even have my copy. I was not 
allowed to keep a copy. 


Mr. Foulds: Would that not be available to us through the Access to 
Information Act federally? 


Dr. Lazar: I do not know. 
Miss Stephenson: It probably is now. We should explore-- 


Mr. Foulds: If you do not have any strong objections, it would be 
useful for us to tty to receive a copy, if necessary, through the access to 
information legislation. They may white out 20 pages.of it, but at least we 
can then question you about that. 


Miss Stephenson: If not, we can give a copy to Professor Lazar so he 
can use it for future reference. 


Dr. Lazar: It was one of those things where someone had an idea, and 
I was around, so the Privy Council Office asked, "Why don't you look at it?" I 
did and basically reported what my impressions were. 


Miss Stephenson: Was it the PCO? 
DrivuaZar:sYes. 


Miss Stephenson: That may pose a problem. 


Mr. Foulds: Excuse my ignorance, and I apologize for being a novice 
in these matters, but what is your present position and why do you have an 
interest in this subject? Is this one of your specialties at university? 


Dr. Lazar: I have been involved and have done research in the 
industrial organization area for quite a while. One of my ongoing research 
interests is the development of industries, the growth pattern of industries 
and companies. I have an extreme interest in what is happening currently in 
Canada, the United States and other parts of the world with corporations and 
the success or failure of major corporations. Why is it that some are able to 
Succeed and others that had large head starts fail? It is an ongoing research 
interest of mine. 
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- -Mr. Foulds: Where do you teach? 
Dr. Lazar: I teach at York University. 


Mr. Haggerty: That was my question: Which university are you 
teaching at? So it is York. 


Drs "Lazar: “Yes; 

Mr. Haggerty: Did you not appear before the select committee on-- 

Dr. Lazar: I did the work on the trade issue. 

Mr. Haggerty: Was it in Kitchener? 

Dr. Lazar: No; here. 

Mr. Haggerty: I remember seeing you. = 
ll a.m. 


Mr. Ashe: I have a statement and then a question for Professor 
Lazar. I do not need a consultant to tell me that corporations, large and 
small, found out during the recession that they had an awful lot of overhead 
and a lot of dead weight and that to survive, they would never let that happen 
again. That is number one. 


What is your feeling, Professor? I expressed my feelings before you 
came, so you did not hear me, but it may be a little bit repetitive for the 
members of the committee. How much of this can be--not affected, because it 
affects everybody--but influenced to any significant degree by provincial 
government policy? 


For example, even in your summary, you talked about tariffs and that 
kind of thing which, as we all know, is under federal jurisdiction. It seems 
to me that an awful lot of the items covered either directly or indirectly by 
most of your points are more properly directed to the federal government than 
to a provincial jurisdiction. 


Dr. Lazar: I agree with what you are saying, but it was the 
Treasurer (Mr. Nixon) of this province who saw a potential problem with this 
and who suggested in his budget that your committee look at it. I believe he 
saw the possibility of the provincial government either developing a position 
to relay to the federal government or being able to introduce policies. You 
have to ask him why he did that. 


In addition, there may be some possibility of imitating what happens in 
the US, which has introduced legislation governing companies incorporated in 
the US that limits or prevents takeovers of these companies. There may be a 
possibility of introducing provincial legislation along those lines, if that 
is viewed as necessary. 


Miss Stephenson: It may be that the Treasurer was establishing a 
eb tN strike against the potential of the new policies being introduced 
y the Minister of Consumer and Commercial Relations (Mr. Kwinter). That is 
very much a part of yesterday's policy statement, and it is troublesome, from 
my point of view. 
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Mr. Haggerty: He is saying the banks should have more than 10 per 
cent interest in ownership. 


Miss Stephenson: Perhaps the financial institutions could go to 
another kind sf ownership. It is difficult for me to accept, but that is all 
right. 

Mr. Ashe: It is not the right route to go. 


Mr. Chairman: I understand Mr. Haggerty has a question. 


Mr. Haggerty: No. I was just mulling over Bette's comments on the 
statement by the Minister of Consumer and Commercial Relations who indicated 
that he thought the banks should have more than 10 per cent ownership. That 
may open the door to some difficulties. We had difficulties with the trust 
companies at 10 per cent. When you get takeovers and buyouts, whatever you 
want to call them, they cause some serious considerations in the financial 
institutions. 


Miss Stephenson: There are also strong implications for other 
corporate concentration in the financial institution areas as a result of 
yesterday's statement. It provides for some brand-new avenues that have not 
been traditionally supported in this province. 


This committee should probably refer to the steering committee the 
suggestions made by Professor Lazar for its recommendation regarding the 
future work that needs to be done for this committee by him or others in this 
area. I do not believe it is appropriate or feasible to determine precisely, 
this morning, what we will ask Professor Lazar or anyone else to do. We have 
to make our determination about the pattern of activity that needs to be 
carried out on our behalf over the next several weeks so we are appropriately 
prepared to take on our role, whatever it may be, as soon as we have completed 
our final report to the other committee. 


Dr. Lazar: May I say one thing? I have a list of questions which 
serves as a guide when you have witnesses to try to elicit information from 
them. When you have done so, you can put it together in your final report and 
reach the appropriate conclusions. That was the purpose of this. 


While I would very much like to be able to do a study, that was not the 
primary purpose. It is not a matter of, ''Here is an outline of the research 
project I would like to do.'' It is more at the recommendation of Mr. Cooke as 
chairman: ''We have some questions. Can you provide us with some guidance as to 
what we should ask or in what direction we should move when the hearings start 
or when research is being done either in-house or externally?" 


Miss Stephenson: I am grateful to Professor Lazar for his : 
explanation. The document is a list of very penetrating questions on the 
subject, which are terribly important. 


The problem is that the committee decided this morning it will appoint a 
steering committee which will be responsible for establishing the agenda 
framework for this committee for the future. We have not determined precisely 
the degree of concentration we will place on corporate concentration. 
Therefore, although this is a very useful document to have, I do not think the 
committee is prepared to make any final determination today about what we are 
going to do with this. 
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- - On behalf of me, I thank you very much for this. It will be very useful. 
Dr. Lazar: I do not think Mr. Cooke said that at all. 


Mr. Chairman: This was merely intended to take the subject. matter 
which had been alluded to in the budget and perhaps widen it, simply to look 
at questions and to give us some questions so we can see whether we want to 
answer them. It is entirely in our hands whether we do and what questions we 
want to answer. 


I understand you have already passed a motion to establish a steering 
committee to look at that a little more closely, which makes a lot of sense. I 
simply asked Professor Lazar to prepare this so that we would have a bit of a 
focus for today. 


Miss Stephenson: This will be a very useful document far down the 
toad as well. I am not convinced that we are going to finalize any conumittee 
report which is specific in the area of corporate concentration before we have 
completed the preliminary activity related to the budget. This kind of 
documentation is extremely valuable to us and will provide us with some 


guidelines even in the exploration of some other areas the committee may be | 
dealing with. 


Mr. Chairman: You are suggesting that anything we do in this area 


might be long-standing? 


Miss Stephenson: I am suggesting I do not know at this stage of the 
game. The steering committee has been delegated the responsibility to 


determine the pattern, if you like, the road map, which this conmittee is 
going to pursue for the next several months. It is as a result of that kind of 
determination that we will know how, when ard how intensively we are going to 
be involved in this study. 

Mr. Chairman: Are there any other comments? 

Mr. McGuigan: One of the things we might think about--and maybe this 
is ranging too far--is the vast difference between US government policies on 
restraint of trade and Canadian policies. 

Mr. Ashe: You are in the wrong committee. 


Miss Stephenson: Put on your other hat. This is the standing 
committee, not the select committee. 


Mr. McGuigan: I am sorry. 
Mr. Ashe: Wrong hat. 
Mr. Chairman: It is quite easy to be confused. 
Miss Stephenson: That is one of the problems we are having. 


Mr. Chairman: This is our second meeting of the standing committee 
on finance and economic affairs. The first meeting-- 


Miss Stephenson: --more than a month ago-- 


Mr. Chairman: --looked at the very wide terms of reference we were 
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* givem by the Legislature to examine financial or budgetary issues. This 
meeting is really in response to the suggestion in the budget, which occurred 
subsequent to the first meeting, that we might be interested in looking at 
corporate concentration. Trade issues might be involved. 


Mr. McGuigan: I think I was on the right track. We put up with a lot 
more corporate concentration in Canada than they do in the US, and I think we 
should look at the two systems. 


Miss Stephenson: In relative terms, I am not sure about that. 
Perhaps that is one of the interesting things Professor Lazar could tell us. 


bieskO <am 


Mr. McGuigan: I will give you an example. The industry I know best 
is the supermarket industry. In Canada, it is dominated by four or five firms. 
In fact, within approximately the last year, one of the firms has more or less 
disappeared. Dominion has largely been swallowed up by A&P. The US has 
regional chain stores. There might be 40 or 50 stores in the Washington 
capital or 40 or 50 major stores in Chicago, but they do not have national 
chains as we have. 


Our system does one of the things you mention in your book. It allows 
cost subsidization. If you have a national chain, you might have a region or a 
store that does not pay for itself, but they take profits from other regions 
to keep that store going and to keep other competitors out of the picture. 


Mr. Ashe: Believe it or not, most of our chains do not operate coast 
to coast. It is relatively regionalized. In comparative terms, I have to agree 
with Bette. You will find bigger operations in the US, and when you divide by 
10, they are more concentrated than we are. 


Mr. McGuigan: Western Canada is different from eastern Canada. I 
admit that. It is hard to compare them because of differences in population. 


Miss Stephenson: There is eastern Canada, western Canada and central 
Canada. 


Mr. Ashe: Ontario and Quebec are different from almost everywhere 
else. 


Miss Stephenson: We may be different from the US, but eastern and 
western Canada are not subjected to nearly as much national corporate 
concentration in that industry. 


Mr. McGuigan: We have little chains that started in southern 
Ontario, Gordons stores and, around Guelph, Zehrs stores. They each had four 
or five stores, but they are all now part of Loblaws. There must have been a 
reason why those four or five stores thrived in a particular area. They were 
reacting to the local conditions, but now they are all part of Loblaws. 

Miss Stephenson: Doing local purchasing and local selling. 

Mr. McGuigan: Not very much of those. It is mostly centralized. 


Miss Stephenson: Zehrs and Gordons were doing a lot of local 
purchasing. 


Mr. McGuigan: Yes, but now they are all part of Loblaws. 
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- -Miss Stephenson: The Maritimes and western Canada seem to be able to 
manage that better than central Canada. 


Mr. Cordiano: With regard to the Toronto Stock Exchange or any stock 
exchange, I have not had a chance to read this, Professor Lazar,- but since 
regulation of the stock exchange is under provincial jurisdiction, does that 
play any role in what we might do with corporate concentration? Looking at who 
owns what is a question of shareholdings and that sort of thing, but with 
regard to the way the stock exchange is structured and some of the changes or 
reforms that have been made, how does that impact on corporate concentration? 


Dr. Lazar: There are rules regarding timing information for 
takeovers. Then there are other rules for new listings, new stock offerings 
and perhaps policies to try to encourage small, specialized investment banks 
or brokerage houses that will bring forth small company stocks to the public, 
either through the TSE or some electronic system. If you want to combat that 
concentration, one emphasis might be to try to encourage the creation of 
smaller companies and make it easier for them to go public. ei 


In another context I found that an important difference between Canada 
and the US, a factor that tends to inhibit the growth of small or medium-sized 
companies in Canada, is that there are numerous regional brokerage houses in 
the US dealing with the smaller companies and able to assist them in going 
public. We do not have that in Canada. We now have a move towards larger 
brokerage houses. In order to survive the foreign competition, we are moving 
even further away from any system of small, specialized regional brokerage. 


Mr. Cordiano: That is something we could look at as well. I hate to 
tie the two committees together, but any new trading agreement on the horizon 
will inevitably impact on corporate concentration to some extent. We would 
have to bring into focus* the area of corporate concentration and how it 
impacts on firms doing business in Canada. 


Dr. Lazar: That is part of how you define concentration. What do you 
take into account? Is a large size necessary to survive in a new trading 
environment or a new international economic environment? 


Mr. Chairman: I read in this morning's Globe and Mail that Barbara 
McDougall feels what we do at the stock exchange affects free trade 
negotiations, which it probably does. 


So I am clear in my own mind and sure of the directions from the 
committee, could I revert to the discussion that occurred at the opening? The 
House leaders wanted me to report back to them some understanding of the 
scheduling that would be appropriate, in view of the fact that the select 
committee on economic affairs needs to have a final report done soon. 


The select committee has indicated it would like about four weeks 
subsequent to the sitting and would like to have its report done some time in 
August. If we were to do a report on corporate concentration and jigsaw that 
in with that conmittee, we would start in seriousness some time after the end 
of the work of the select committee and we could aim for an interim or final 
report before we start working on the budget in October. 


I understand you have passed a resolution to set up a steering committee 
that will meet within the next week and report back to this committee next 
Thursday. At that time, this committee will make a decision. 
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- -Mr. Ashe: There will be a representative of each party plus you, Mr. 
Chairman. 


Miss Stephenson: Mr. Chairman, it would probably be as well if you 
were to report to the House leaders that we have not followed their pattern. 
We are suggesting that this committee meet this week and next week and not 
switch back and forth. 


Mr. Cordiano: That was not exactly it. Perhaps you could shed more 
light on this, Mr. Chairman, but it was fairly flexible. We have to give the 
House leaders an indication of where this committee stands so that the other 
committee can meet. It is like the chicken or the egg; which comes first? We 
were able to resolve that. 


Miss Stephenson: The House leaders did make the suggestion that we 
do alternative Thursdays. 


Mr. Ashe: For the next couple of weeks. The big thing is that -we 
acknowledge this committee will probably not function before September. We 
will have a meeting or two to finalize what we are going to do and give some 
staff direction, but we probably will not meet until September, after the 
other committee finishes its agenda. 


There are diverging opinions on how much time we will have, considering 
we will start only in September, to get into issues that are too far afield 
from the overall budget process. As we know, that process goes beyond just 
numbers and the paper called ''a budget."' That is what the steering committee, 
and you will be part of that committee, will discuss and get back to us on 
next week. 


Mr. Chairman: All right. I do not wish to reopen the whole debate 
because I was not here for it. I apologize, but I had a resolution on in the 
House. Was a date chosen for the meeting of the steering committee? 


Mr. Cordiano: No. That should be determined, and we can get back to 
each caucus with a date. 


Miss Stephenson: All we did was move and pass a resolution that the 
steering committee be established. We have not determined the personnel of the 
steering committee as yet. There was some discussion within your party and we 
had some discussion within ours. I am not sure whether you have decided or 
not, but each party will come up with its kennel of representatives for the 
purpose of the first steering committee meeting. We felt that should take 
place within the next week, so the steering committee can report to the 
committee as a whole on Thursday of next week. 


Mr. Chairman: The presumption is that this committee will meet again 
next Thursday at the same time? 


Miss Stephenson: Yes. We agreed to that earlier as a motion. 
Mr. Cordiano: Yes. We passed a resolution. 
Mr. Chairman: Thank you. I do not know of any other business that 


needs to be discussed. Mr. Traficante has prepared a paper on the very issue 
of restructuring the financial system. 
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- -- -Mr, Traficante: This is something I prepared last year before the 

select committee began its process of looking at trade. To some extent, it is 
out of date. Some things have occurred since then. However, in terms of actual 
legislation, there has not been any new legislation to change the argument and 
presentation I have provided. 


What has changed is that the federal government has taken several 
different initiatives and presentations as to what should be done in terms of 
restructuring financial industries. That information is not included in here, 
but in terms of actual things that have been done, decisions or legislation, 
it is up to date. 


It looks at the restructuring of the financial system during the last 
five years, some of the forces which have brought about that restructuring and 
some of the possible implications for public policy. It does not focus on the 
question of corporate concentration, but one of those is part of the things 
discussed. 


Miss Stephenson: It should be read in conjunction with the Dupré 
report. 


Mr. Traficante: The Dupré report is much more comprehensive than 
this attempts to be. 


Miss Stephenson: In the usual manner of our friend Stefan, it is 
very wordy. 


Mr. Traficante: This was designed to be an introduction to the issue 
for someone who is unfamiliar with what is going on, with the terminology and 
with the kinds of processes involved. It is purely an introduction and a 
survey of the area. It is not intended to be anything more than that. I hope 
it is useful. 


Mr. Chairman: I am sure it will be very useful to us. I am trying to 
make contact with the chairman of the federal committee which is looking at 
corporate concentration. We have already ordered its transcripts. 

Miss Stephenson: That was one of the suggestions made this morning. 

Mr. Chairman: We hope to avoid any duplication. 

I want to thank Dr. Lazar for being with us this morning, partly out of 
his own interest in the subject matter and partly because I invited him here 
out of a desire to have some thought put into thrusts we might wish to pursue. 


See you all next week. 


The committee adjourned at 11:24 a.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 


STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Thursday, June 19, 1986 


The committee met at 10:12 a.m. in committee room lL. 
ORGANIZATION 

Mr. Chairman: Perhaps we can get started now. 

Mr. Cordiano: Do we have to do that? 

Mr. Chairman: Yes, we do. 


The agenda this morning is basically for the chairman and the clerk to 
receive final instructions from the committee. 


First of all, perhaps I should report to the committee on the-results on 
the steering committee meeting which was held on Tuesday to receive final 
instructions from the committee as to what I should report back to the House 
leaders and, finally, to take a look at future plans. | 


The steering committee met on Tuesday. The minutes of that meeting are 
in front of you. Essentially it was decided by Mr. Foulds, Mr. Haggerty, Mr. 
McFadden and myself that this committee should not seriously tackle the issue 
of corporate concentration until September, starting regular sessions in 
approximately the second week of September and working steadily on that 
through to the return of the House in October. At that time, we would move to 
dealing with the budget papers and start moving towards our work on the 1987 
budget. 


We have left open the issue as to whether we would actually have a 
report on this in October. It was thought that we should have some research 
done prior to September, basically on areas of jurisdiction. Especially in 
view of the fact that the federal government is also looking at this issue. 


Subject to what is decided this morning, we have suggested that the 
research people be instructed to look at jurisdiction and have a paper ready 
for us by approximately the July 14. 


By way of diversion, before even getting into that I should have 
introduced to you David Bond, who is joining the research staff as of next 
week. He has a background in these very topics and comes to us from the 
Japanese consulate. 


He will be a great help to us, particularly to the extent that there is 
overlapping work between this committee working on corporate concentration and 
the economics committee with Mr. Traficante continuing to work on free trade. 
Unless Mr. Haggerty or Mr. McFadden wants to correct anything I have said with 
regard to that decision, that is the report of the steering committee. 


Mr. McFadden: The only clarification which I think Mr. Morin-Strom 
raised with me privately was just the start week in September. I am trying to 
recall the date we were projecting for a start. Remember, we have an early 
Labour Day and, as we discussed, we have a caucus. I am sorry I do not have a 
calendar. 
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Mr. Chairman: September 1 is Labour Day, which is a Monday, so the 
‘ eighth and the ninth are a Monday and Tuesday. 


Mr. McFadden: That is when we would have our caucus, as I] mentioned 
to you. 


Miss Stephenson: September 7, 8 and 9. 


Mr. McFadden: That is right. We could start on the Wednesday, or the 
next week. That would not be a problem, but I was not sure from reading this 
how the clerk had interpreted the second week in September as far as the 
starting date is concerned. 

Mr. Chairman: Maybe that should read "meet during the second week."' 

I know we discussed both Conservative and New Democratic Party caucus meetings 
and I know there is a Liberal caucus meeting planned for September but I do 
not when. 

Mr. Haggerty: I do not think we have finalized it yet. A 


Mr. Chairman: No. We do not even have a date, but I think it should 
be presumed that any full caucus meetings that are planned by any of the three 
parties would pre-empt the committee meeting. We just will not meet during 
those meetings. 

Mr. McFadden: All right. Pending that, this reflects our discussions. 

Mr. Chairman: If there is no further comment on that, perhaps some 
time during the next two hours I should be dispatched back to the House 
leaders to report to them. This is the day they wanted me to report. 

Mr. McFadden: We are all set then. e 


Mr. Haggerty: Will that interfere with you, David? Will that 
interfere with your leadership convention or whatever it may be? 


Mr. Barlow: Oh, come on. 
Mr. Chairman: The NDP? 
Miss Stephenson: It is just for the biennial annual meeting. 


Mr. McFadden: That runs from Thursday night until Sunday, so I would 
not worry about it. 


Mr. Chairman: September 19 and 20? 

Mr. McFadden: It starts on the Thursday. 

Mr. Chairman: But that is not concerning you. 

Miss Stephenson: No. It is the main caucus that concerns us. 
Mr. Haggerty: So you are all right in that area. 

Mr. Chairman: We are all right except that apparently all three 


parties are going to want some time off during that month so maybe it will not 
be as busy a month as we thought. 1 gathered a feeling from the steering 
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committee meeting that they did not want to meet in August, except possibly 
for- housekeeping purposes maybe once or twice. 


Mr. McFadden: I do not know if we need to include this in the 
report, but perhaps when you meet with the House leaders you might request the 
right to sit one day in August. Although I think in our discussion we 
indicated we did not expect to be meeting in August, if there is a reed for 
the committee to meet to decide on some strategy or on who we wanted to see or 
something, we could at least have the right to do it that month. 


Mr. Haggerty: Maybe we should have two days in August some time 
before we sit down to our full discussions in September. 


Mr. Barlow: I would agree. In one day, you cannot accomplish a great 
deal around here. 


Mr. Chairman: I would hope that we could be given as much 
Opportunity as possible for discussion in that area. 


Mr. Cordiano: The problem is that the schedules are all being 
established so if you do not request time now you will not get any. 


Mr. McFadden: That is right. We should request a time but leave it 
somewhat indeterminate. 


Mr. Cordiano: If we do not use it, then we do not use it. 


Mr. Haggerty: If you are going to be here, if your committee is 
going to be sitting, you could work it in. Only about one of us, myself, is 


not on the committee now. There are one or two of us who could be here-- 
Miss Stephenson: Jim Foulds as well. 
Mr. Haggerty: --to follow your sittings. 


Miss Stephenson: If it is early in August, he will not be here 
anyway. 


Mr. Foulds: I will not be here for the first two weeks in August. 
Mr. Cordiano: You mean you are getting a holiday? 


Mr. Foulds: When I was in this crazy business in the early 1970s, I 
did not take a holiday for five years in a row. 


Mr. Cordiano: I do not want to hear about it. 

Mr. Foulds: In 1977 I decided that was not good for one's mental 
health. Actually, it was 1978. I have taken one every year since and see how 
effectively I operate? 

Miss Stephenson: You really do not want a critical diagnosis, do you? 

Mr. Foulds: Are you a psychiatrist? 

Mr..Chairman: I was on a phone-in program a couple of weeks ago and 


a lady said she was all in favour of the doctors because politicians did 
nothing but go on vacations. 
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Mr. Barlow: She got her point across that she was in favour of the 


- “JOCEOTS + 


Mr. McFadden: Somebody has to show me how you can get more than a 
week at a time. | have not figured it out since I got here. 


Mr. Chairman: Perhaps we should have a resolution of this committee 
endorsing the decisions of the steering committee. 


Mr. Barlow: 1 would be very pleased to move that the report as 
presented be adopted, with the possible addition of allowing us an extra 
couple of days at our discretion in August. 

10:20 tam 


Mr. Chairman: All right. The next decision has to be when I should 


go the House leaders. 
Mr. Haggerty: On bended knee. - 


Mr. Chairman: On bended knee. The only other topic we have--I1 am 
sorry; you moved that motion. Is there any discussion? All in favour? Opposed? 


Motion agreed to. 


Mr. Chairman: The only other topic is what we would be talking about 
in that context. I would be open to hear some discussion. 


Miss Stephenson: Have we already begun the examination of the areas 
of jurisdiction so that those are clarified for us? 


Mr. Traficante: One of our lawyers 4s going to prepare a paper for 
the July meeting. From my understanding of what was decided at the planning 
committee session, several of the ministries will be invited to that July 
meeting and they will, in turn, present their opinions on the same subject. 

Mr. Chairman: We will obtain help from the Ministry of Consumer and 
Commercial Relations, which had already been looking at the problem and 
accepted our invitation to become involved with this. 


Mr. Foulds: We are going to invite Treasury and the Ministry of 
Industry, Trade and Technology as well? 


Mr. Chairman: Treasury? Yes eventually. 

Mr. Foulds: Let-us. do-it. 

Mr. Chairman: Frankly, we have invited them and they said they could 
not do it in the month of June and, since the committee does not seem ready to 
proceed that quickly anyway, I said later was fine and they said fine. 

Mr. Foulds: Let us invite them specifically for our July date. 

Miss Stephenson: What is our July date? 


Mr. Foulds: We have a one-day meeting in July. 


Miss Stephenson: One day in July? What is the date? 
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Mr. Chairman: The date we talked about was July 14. 
Miss Stephenson: Oh, no. That is the day I leave. 


Mr. Chairman: That was discussed in a rough sense because it was a 
Monday that would seem to fit around the work of the economics conmittee. 


Mr. Foulds: We assume that the House will not be in session then. 


Mr. Haggerty: There is some consensus among the House leaders that 
we will be sitting the first two weeks in July. 


Mr. Foulds: I do not think that there is any consensus on that. 


Mr. Haggerty: The way the order papers are today, you can probably 
look forward to even longer than that. 


Mr. Foulds: Except, the "must'' list is three bills. 


Mr. Haggerty: I do not know. I said I could not be here on July 8, 
for sure. 


Mr. Chairman: Perhaps I can open that discussion. The reason the 
subcommittee fixed on July 14 was that the weeks beginning July 14 and 21 are 
the two weeks the Select Committee on Economic Affairs is looking at to 
arrange a trip to Washington. Likely, it will be the week starting July 21. 


Mr. Morin-Strom: They have to report by mid-July, according the 
resolution of that committee. 


Mr. Chairman: It was suggested that it might be mid-July but there 
is some suggestion that the House may still be sitting in mid-July. We have 
discovered that Congress is going to sitting into August this year so the 
likelihood is that there will be personnel available all through July and, in 
order to hedge our bets on what the House is doing here, we are looking at the 
third week of July more closely than the second week. 


Mr. Haggerty: They are heading into elections there this. fall and 
they will be back to their ridings. 


Miss Stephenson: No, not until August. 


Mr. Chairman: That is not the indication we are getting. They have a 
legislative backlog, too. 


Mr. Cordiano: Why do we not just pick a date, assuming the House 
will still be sitting? 


Mr. Foulds: Will still be sitting? 
Mr. Cordiano: Sure. 

Miss Stephenson: In August? 

Mr. Cordiano: No, early July. 


Mr. Foulds: I do not think we should sit while the House is sitting. 
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Mr. Chairman: Do you want to explain that to Joan Smith? 


Mr. Cordiano: I do not see why not. We sit on a Thursday. 


Mr. Chairman: Thursdays are fine for going to Ottawa, but hats peas 


is a little difterent. 


Mr. Cordiano: I did not mean that. I meant for this committee to sit 
one more day as opposed to meeting in the middle of summer or whatever. I do 
not know what date you are talking about; July 14, you mentioned, right? What 
is the difference in meeting a week or two weeks from now, and July 14? 


Mr. Chairman: You are right. The research committee could have 
something ready for us. 


Mr. Traficante: Whatever date you want is fine for us. 


Mr. McFadden: If we could do it a week before, even if it were in 
the latter part of that week, whether we are sitting or not, it would be of 
some help. 


Mr. Foulds: Can I suggest that if that is towards the end of the 
session and we are dealing with a number of crises, this committee will not © 
have a very productive, informative session in those circumstances and that is 
basically what happens towards the end of a session. 


Mr. Cordiano: If we are sitting towards the middle of July, none of 
the committees is going to be very productive. 


Mr. Foulds: Then why sit, if we are not going to be productive? 


Mr. Cordianog We are talking about sitting one day as 1 understood 
it and, therefore, we were going to look at a particular question. Is that the 
reasoning? 


Mr. McFadden: Areas of jurisdiction. 
Mr. Cordiano: I think we could accomplish that within a day. 


Mr. Foulds: If I may say so, I think that is the crucial thing this 
committee has to decide: if there is jurisdiction. If you want to make 
decisions about the future of this committee and its work, I do not think you 
should fly by the seat of your pants. What I am afraid of is that if we are in 
the last days of the session--and we all know what those days are like--we are 
all a little cranky and tired and we do not make good decisions. The day I 
foresaw was a day where we looked at the material that was presented to us and 
we made decisions about what we examine. 


Miss Stephenson: Would it be possible, following that kind of 
pattern, for this committee to sit on Thursday morning next week? The House 


will still be sitting. There will still be private members' public business at 
that point. We could then hear Consumer and Commercial Relations' 
interpretation of jurisdiction. Perhaps the next week, Treasury could provide 
us with that kind of information and, after having had that, we then pick a 
day in which we sit down and make the decisions about where it is we are going 
to go as a result of that kind of information? 


Mr. Chairman: We are getting a staff report, too. 
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Miss Stephenson: A paper as well, yes. That would be part of the 
_ input into that decision-making process which does not necessarily have to be 
by next week or even by the week after, but we hear what the ministries have 
to say about it at any rate. 


Mr. Foulds: If that does not conflict with the free trade conmittee, 
it makes a lot of sense to me. We could have three relatively short meetings 
and accomplish what we want to do. 


Mr. Cordiano: This is getting awfully complicated because of the 
fact the free trade committee has to sit for at least five weeks or 
thereabouts. If the House is sitting until the middle of July, assuming that, 
that could take us up to September for the free trade committee, which will 
throw everything out of kilter. That is the difficulty. What we are facing 
with the other committee is that we need about four or five weeks to sit on 
that committee and come up with the final report, which could take us right 
down to the wire. 


Mr. Chairman: I do not know whether that committee wanted any more 
Thursday mornings, though. 


Mr. Cordiano: No, that is what I say. We are going to need full days 
in order to do anything on that committee. 


Mr. Foulds: If I am not pre-empting her, I would move as a formal 
motion Dr. Stephenson's suggestion that we meet the next two Thursday 
mornings. Next Thursday morning to hear Consumer and Commercial Relations and 
the following Thursday morning to hear Treasury and their opinions of our 
jurisdiction and involvement in this question. 


Mr. McFadden: Could we add Industry, Trade and Technology? 


Miss Stephenson: Yes. 


Mr. Foulds: Yes. Maybe we could have Treasury and ITT at the same 
time. 


Mr. Chairman: I have been told that Treasury cannot be ready in the 
month of June. You are now talking about-- 


Miss Stephenson: That would be July. 


Mr. Chairman: --July 3. I do not know whether they would feel that 
was pushing them too much. 


10:30 a.m. 
Miss Stephenson: That gets them over the month of June anyway. 


Mr. Haggerty: The committee dealing with free trade has the 
concurrence of the House to sit while the House is sitting. 


Mr. Chairman: In fact, the committee on free trade technically is 
supposed to be sitting right now and every Thursday morning. We are sitting 
out of deference to that committee. It is my impression that committee is not 
terribly interested in Thursday mornings until the House rises. 


— 


F-8 
Mr. Haggerty: Do you mean we are just here filling in time? 


_ Mr. Chairman: They have given over to this committee today and last 
week so that this committee could make some planning decisions. 


Mr. Haggerty: I do not think we should interfere with that 
committee s final report. That is important because something may come out of 
it. It may not be tabled in the House. We cannot deal with it anyway, but 
there may be some matters that will follow the report that will reflect upon 
this committee. We will have that but we can sit if we want to. We are doing 
it. I do not want this committee to interfere with that committee. 


I suggest when we make any arrangement to set up committee meetings 
throughout the summer that we take into consideration members who live outside 
Metro Toronto, such as in Kitchener, Cambridge and that area. There is an 
extra day travelling that should be taken into consideration. We cannot be 
here on the spur of the moment. 


Miss Stephenson: It takes an hour to come from Kitchener. How long 
does it take to come from Fort Erie? Two hours? ; 


Mr. Haggerty: It depends on the Queen Elizabeth Way. One could be 
three hours on that road or two and a half hours at least. 


Mr. Bossy: What about Chatham? 


Miss Stephenson: Chatham is the other end of nowhere. It is sort of 
like getting in and out of Wawa. It is easier to get in and out of Wawa. 


Mr. Chairman: There is a motion on the floor to the effect that we 
should ask the select committee on economic affairs if we can meet on June 26 
and July 3 to discuss jurisdiction and invite the Ministry of Consumer and 
Commercial Relations to give us a presentation on June 26 and the Ministry of 
Treasury and Economics, the Ministry of Industry, Trade and Technology and the 
research office to give us presentations on July 3. 


As a matter of some interest, I had hoped to be absent both of those 
weeks but maybe I will not. I do not know yet. Is there any other debate? 


Mr. Morin-Strom: I wonder how you asked the other committee that 
when the other committee will not have an opportunity to meet until after the 
three weeks you are talking about. 


Miss Stephenson: The chairman of this committee is the chairman of 
the other committee. 


Mr. Chairman: You are technically correct. Do you see any problem? 
Mr. Morin-Strom: I get the impression from the way you have worded 
it that it does not make any sense. Why not just say we will ask the House 


leaders? 


Mr. Chairman: I will have a thorough discussion with the chairman of 
the select committee on economic affairs and I am sure I will convince him. 


Miss Stephenson: It depends on which hemisphere he is in. 


F-9 
Mr. Cordiano: Just use your cellular phone. 


Mr. Chairman: I will use my cellular phone, if I can get one. Does 
everyone understand the motion? All those in favour? Carried. 


Are there any other meeting problems? The only other matter on the 
agenda would be matters of substance as to what we can accomplish in the 
period between now and October. We had some brief discussion of that at the 
steering committee. Does anyone want to raise any of those issues? 


Mr. Cordiano: Perhaps you could raise with the rest of the committee 
members some of the things that were discussed at the subcommittee meeting. 


Mr. Chairman: Mr. Foulds had some ideas. My mind is blank right now 
as to how we should be approaching the issue of corporate concentration. 


Mr. Foulds: Like Bishop Tutu's elephant, one bite at a time. It is a 
such an enormous question. I think perhaps you, obviously, and David McFadden 
were talking about financial institutions, but there are other kinds of 
corporate concentration that affect our economy. I particularly have an 
interest in how corporate concentration affects the north and how it affects 
the balance of Ontario's economy. There are areas other than the north that 
are seeing are both the flight of capital and the flight of labour. There is. 
the strange phenomenon of Hydro in the Golden Horseshoe and other areas that 
have declining growth. I would certainly like us to look at that question. 


Mr. Chairman: When you talk about the two economies, you agree it is 
not necessarily only geographic. 


Mr. Foulds: Absolutely. Maybe we should have a look at the so-called 
informal economy. 


Miss Stephenson: How do you get a handle on that? 
Mr. Foulds: I would like somebody to do some groundwork. 


Miss Stephenson: It would be interesting to have some information 
about that, but how you manage to get solid information about it escapes me 
completely unless you have a pipeline into the informal route,which I do not 
have. 


Mr. Foulds: There are a couple of economists who have studied that. 
As I was driving back from Port Elgin last Wednesday evening, I noticed on 
Ideas, the CBC program that is on at nine o'clock, that there were a number of 
people who appeared to be knowledgeable about it who were economists. I did 
not stop and write down the names. 


Mr. Cordiano: We can always get the fape of the show. 


Mr. Chairman: I do not have any answers as to how we can get a real 
handle on it. 


Mr. McFadden: As I recall how we were suggesting we go at this, it 
was that we determine areas of jurisdiction, first of all. We then choose one 
or at the most two areas that we take a look at with the idea of giving a 
report to the Legislature in early fall. Then we sit down with the document on 
the economic outlook for Ontario which, I understand, Treasury will be doing, 
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and then look at that in terms of those areas of Ontario or those groups in 

_ Ontario that have unusually high levels of unemployment as opposed to other 
areas and groups which seem to be doing extremely well and try to see how this 
all fits together and what the government might be able to do to equalize the 
Situation. 


Whether that has anything to do with corporate concentration or not is 
hard to tell. That is probably a study that it would take a year or two to 
figure out. From there, as I understand it, we would move on to budget 
submissions at some future date, after we have had a look at the Ontario 
economic outlook in the fall. I do not know when the budget submissions start. 


Mr. Chairman: I think they start about October, do they not, Dr. 
Stephenson? 


Mr. McFadden: We can focus in on those budget submissions as it 
relates to economic conditions? 


Miss Stephenson: Not usually. The economic outlook paper is usually 
produced first and that is mid- to late October or early Novemeber. Sometimes 
it has been later. Then the budget submissions begin because the economic 
outlook is usually the spur that provides some information for those remaining 
presentations. It goes on, usually, through November, December and January. . 
Sometimes it is completed by the end of January and sometimes it is not. 


Mr. Chairman: I am wondering to what extent, once that process 
starts, we will have any time to look specifically at corporate concentration. 


Miss Stephenson: I thought we had determined that we are not going 
to duplicate what the Treasurer does in terms of the delegations that make 
presentations to him. If we take a look at the economic outlook and decide to 
concentrate on either geographic area or communities or groups which seem not 
to be achieving the kind of advantages that others are, we could ensure that 
the delegations that we see are those that might have a specific impact on 
that situation. We should be selective about the groups. 


10:40 a.m. 


That means we will be busy--there is no doubt about that--but we will 
not be as horrendously busy as, for example, the Treasurer is, who sees a 
series of groups almost every day. 


Mr. Chairman: He is hoping we will take a lot of that burden. 


Miss Stephenson: That is not our task; that is the Treasurer's task. 
I would like to remind the Chairman that this committee determines what its 
role will be. The Treasurer's task has always been to hear those delegations. 
The Treasurer has seldom delegated that responsibility to anyone, even to a 
parliamentary assistant. Those who make those presentations are very 
distressed if the Treasurer himself or herself does not hear them. 


Mr. Chairman: To the extent that we do hear some of them, it would 
open up the debate. 


Miss Stephenson: There is no doubt about that. We may duplicate some 
of the hearings that the Treasurer has, but we are not replacing the 
Treasurer. That is not our role, if I understand what most of the committee 
members believe at any rate. 
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Mr. Cordiano: I do not think that it was the intention of the 
Treasurer to slough off his responsibility to this committee. That is not what 
he intended. What he thought this committee could do was to open up the 
process so that there could be input into the budget-making process itself. 


Miss Stephenson: Exactly, because the hearings that we have will be 
public since we are a standing committee. Anyone who wants to come and listen 
is free to do so. 


Mr. Cordiano: We are not necessarily restricted to those groups that 
have seen the Treasurer in the past. It is important to have some of those 
groups appear before us so that we do give some public recognition to some of 
the arguments that are advanced to the Treasurer year after year and, in 
addition to that, hear from some other groups that we may not hear from in the 
Treasurer's time. 


Mr. Haggerty: I want to remind you that David mentioned the mandate: 
"It is recommended that a standing committee on economic and fiscal affairs be 
struck to receive the Ontario economic and fiscal outlook, outlined below," 
and it gives what problems the committee could deal with. 


Mr. Foulds: Does that have the conditions I raised? 
Mr. Haggerty: Those are the conditions the Treasurer set. 


Mr. Foulds: They are the Treasurer's conditions, but any standing 
committee of the Legislature can set its own agenda and our agenda may not be 
coincidental with your agenda and the Treasurer's agenda. 


Mr. Haggerty: The mandate and the recommendations are there, but 
they cover the ball field you are talking about. The mandate says ''to hold 
prebudget hearings.'' David has mentioned that. We will have to look at that. 
Its says ''to review all tax legislation arising from the budget.'' That comes 
into the corporation thing; so we are within that guideline there. What is 
suggested here is that we should be sticking to this without getting off base 
someplace else. It says the committee ''could outline its view of the fiscal 
challenges to be addressed, the problems facing various sectors in the economy 
and the impact of international developments on the provincial economy." 


When I look at the international thing, I am looking at free trade and 
multinational corporations. We are within that ambit. Let us not stray from 
what the committee's intent is. We are on that track, but let us not get 
carried away looking away down the road. These things will follow in sequence 
as we get into. the report he will be tabling some time maybe in the later part 
of October. I do not want to see us jump off there without sticking to what 
the principle of this committee is to look at. 


Mr. Chairman: If I am not mistaken, technically, we do not choose 
our own terms of reference. They have been and are chosen for us by the 
Legislature. In fact, we have been given extremely wide terms of reference at 
present which virtually permit us to choose our own. 


Mr. Foulds: This is the third meeting of this committee I have 
attended and we seem to be discussing the same things. I do not call that 
progress. Let us admit we cannot do everything, we cannot see every person who 
wants to see us and we cannot examine every question on the economy. We have 
decided what we are going to do for the next two meetings. We have decided we 
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will look at corporate concentration and its jurisdiction at that first one 
and we will take a look at what happens as a result of the economic outlook 


paper. 


What are we discussing? It seems to me we have a full agenda for the 
next several months. At this point, I do not see that we can make an informed 
decision about what we would like to do after September. We could make that 
informed decision after we have had the presentations on jurisdiction and 
after we have had the presentation from our own research staff. It might be 
very worth while at that point to have a more fruitful discussion. 


Obviously when the House is sitting in October, we will be able to sit 
only Thursday mornings; so there is not going to be a hell of a lot we can do 
just because of the demands of time. 


Inter jection. 


Mr. Foulds: Let us not predict that. A week is a long time in 
politics. In October there may be different items on the agenda. 


What we have done is good work on getting things going about a mandate. 
Why do not we just leave it at that? 


Mr. Chairman: I agree, Mr. Foulds. It is not an easy subject to 
decide where we are going on. That is why I have permitted a fair amount of 
discussion on it. I think you will find in the course of the progress of this 
committee that we hope we will not be spending very much time on our own 
housekeeping. 


Mr. Cordiano: J think I started the ball rolling by suggesting that 
we discuss what might have come up as topics in the subcommittee meeting. I 
thought that the rest of the members might be brought up to speed with regard 
to that. That is where this discussion started. Other than that, I think we 
have agreed to the agenda for the next six months in general. There was no 
discussion on that. 


Mr. Chairman: We did have a brief discussion on it in steering 
committee. I just wanted the full committee to have the benefit of that 
discussion. I think we have a pretty good idea of where we are going. 


Unless there is any other business, I would entertain a motion to 
adjourn and then the clerk and I will proceed to the House leaders' meeting. 


Miss Stephenson: With armour in place and your swords sharpened. 
Mr. Foulds: And wear out your knees genuflecting. 
10:48 a.m. 


The committee adjourned at 10:48 a.m. 
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The Vice-Chairman: Today we have with us Bryan Davies, the Deputy 
Minister of the Ministry of Financial Institutions. On behalf of all members 
of the committee, I want to thank him for appearing before us today. He has a 
busy schedule, and we are very appreciative of the fact that he is here with 
us this morning. 


Mr. Davies: I appreciate that. It is a pleasure to be here. As I 
said to your committee secretary earlier, if there are matters you wish to 
pursue in greater depth in the future, we will be pleased to appear at any 
time. 


As requested, my comments today will relate to financial institutions 
and the question of jurisdictional control over these institutions. I 
understand that representatives from the Treasury and the Ministry of 
Economics are scheduled to appear before your committee some time in the next 
week or two and they will be considering the question of ownership and the 
concentration of ownership in the broader context, covering all economic 
sectors. Today I am focusing strictly on the area in which I have some 
knowledge, financial institutions. 


Perhaps it would be useful for me to start by providing some background 
on the regulatory approach we take to financial institutions in this province 
and its consequences vis-a-vis the concentration and ownership questions. In 
terms of financial institutions and provincial regulatory jurisdiction over 
them, it should be noted that Ontario has traditionally regulated for public 
protection. Regulation enhancing or restricting competition or for purposes 
related either to market or ownership concentration has not been the primary 
focus, and where legislation has any influence in these areas, it is in an 
ancillary way. 


It might be useful to provide some brief historic context for this 
regulatory approach. Financial institutions were first formed in what is now 
Ontario in the mid-19th century. Under the British North America Act, the 
federal government was given specific power over banking and the provinces 
were given control over insurance contracts. Insurance legislation dates from 
Confederation, with its emphasis then and now being on the protection of 
policyholders. 


The Permanent Building Societies Act of 1875 allowed building societies 
to lend beyond their membership for the first time. Their investments were 
regulated and the provincial Treasurer was given regulatory powers, again for 
the protection of the public. In time, credit union legislation and control 
over securities dealers followed, both with the same basic philosophy of 
providing protection to the public when dealing with’ these institutions. 


With that historic context in mind, I will outline which jurisdiction 
now controls what in this country. 
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In the financial sector, Ontario has exclusive jurisdiction over 
securities dealers, credit unions and caisses populaires. In turn, the federal 
government has exclusive jurisdiction over banking. That covers both the 
schedule A domestic Canadian banks and the newer schedule B or foreign banks 
that are set up in this country. 


The two levels of government, federal and provincial, share jurisdiction 
with other provinces in areas relating to life insurance companies, property 
and casualty insurance companies, loan corporations and trust companies. As 
committee members will note, this is a considerable overlap between 
jurisdictions and consequently there is a real need for co-ordination. 


In areas where jurisdiction over an industry is shared, even in the 
areas that are purely under provincial jurisdiction, such as securities 
dealers and credit unions, various jurisdictions have worked to develop 
mechanisms over the years for co-operative and complementary regulation. 


At the regulatory level, the following intergovernmental groups meet at 
least annually to resolve regulatory problems and work towards developing 
uniform legislation. There is a group called the Canadian Council of 
Superintendents of Insurance, which addresses matters in the insurance area; 
the Association of Trust Company Administrators; the Canadian Securities 
Administrators; and the National Association of Administrators of Credit 
Unions. 


More recently at the ministerial level, ministers in Canada responsible 
for regulation of financial institutions have agreed to improve 
federal-provincial co-ordination by having regular federal-provincial 
ministers' meetings, with a continuing committee of officials to facilitate 
consultations and the development of co-ordinated policy responses to changes 
in this fast-moving industry. They have also moved to enhance 
information-sharing among jurisdictions and between the jurisdictions and the 
major deposit insurance corporations, both the Canada Deposit Insurance Corp. 
and its Quebec equivalent. 


Finally, we are working towards a database on federal and provincial 
financial institutions as well as a directory of ownership to provide a 
sounder basis for decisions on the part of regulators. This is an area where 
the data have not been as complete as it might have been in the past. 


Let me turn now to the issue I presume is of the most direct interest to 
this committee, the issue of which regulations are now in place that impact on 
ownership of financial institutions and hence would impact on the questions 
relating to concentration of ownership. 


With the exception of schedule A banks, which limit any single 
shareholder to a maximum 10 per cent ownership of shares, there is no 
legislated maximum limit on domestic ownership of financial institutions. 
However, in Ontario there are a number of existing legislative mechanisms that 
affect financial institutions that might impact on ownership and concentration. 


In the area of life insurance companies, these include a notice 
requirement that if more than 10 per cent of the shares of any Ontario life 
insurance company are transferred or if any transfer would give one 
shareholder a majority of shares, this has to be reviewed. It is a notice 
requirement. There is also a notice requirement if more than 10 per cent of 
the shares of an Ontario property and casualty insurance company are 
eae or if any transfer would give one shareholder a majority of the 
shares. 
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There is a requirement for prior approval by regulators when there is a 
transfer of shares of an Ontario trust company that would result in one 
shareholder owning more than 10 per cent of the shares or would result in such 
a shareholder with more than 10 per cent increasing his or her percentage 
ownership. There is an identical requirement to this respecting Ontario loan 
companies also in the same statute, the Loan and Trust Corporations Act. 


At present, there are no provisions that limit shareholdings in credit 
unions per se, but I point out that by the very nature of the credit union and 
caisses populaire industry, each member has only one vote. The issue of 
ownership there is implicitly widespread. 


A number of life insurance companies and property and casualty insurance 
companies operating in Ontario are mutual companies with no shareholders as 
such. As a mutual, ownership is widely diffused through its many policyholders. 


Legislation and regulation over the securities industry at the present 
time is characterized by a requirement that it be controlled by those active 
as security dealers. Recent proposals announced by the Minister of 
Institutions (Mr. Kwinter) a week and a half ago would expand the permissible 
outside investment in the industry, but even those proposals still contemplate 
that control would remain in the hands of those active in the industry. 


In terms of foreign ownership limitations, it is a fair generalization 
to say where these restrictions exist--and in Ontario they exist most 
noticeably in our securities legislation and trust and loan legislation--they 
follow a standard 10:25 rule, that is, no single foreign investor may own more 
than 10 per cent of such organizations and, cumulatively or in aggregate, 
foreigners cannot control more than 25 per cent in total. Provisions of that 
nature do not exist in the insurance field nor the credit union field. 


In addition to these existing regulatory provisions, there are some 
other measures contemplated in positions being put forward by the government 
which might affect ownership in the future. Bill 87, the proposal to amend the 
Loan and Trust Corporations Act, significantly expands the role of the 
province in regulating the ownership of federal and extraprovincial or other 
provincially incorporated loan and trust companies that operate in Ontario. 


I stress that these proposals are not aimed at concentration concerns 
per se. Under this proposed act, all registered loan and trust companies would 
require the same prior approval of the province before transferring shares 
beyond the 10 per cent limit as is now required for corporations incorporated 
in Ontario. That is what I referred to earlier. 


Subsection 63(3) of Bill 87 states that a share transfer may be refused 
if it is in the public interest to do so. Without limiting the generality of 
public interest, the act goes on to state that consent may be refused if the 
shareholder is or has been bankrupt; has been convicted of a criminal offence, 
an offence under the Securities Act or under the Loan and Trust Corporations 
Act; has been subject to a cease-trading order under the Securities Act or 
subject to an examination by the minister or an investigation by the 
superintendent under the various sections of the Loan and Trust Corporations 
Act that mandate those investigations; is contravening any provision of the 
Loan and Trust Corporations Act or any comparable legislation of another 
jurisdiction; or is contravening an undertaking given to the superintendent; 
or has failed to provide information requested by the superintendent 
supporting the application for transfer. 
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All these provisions to review ownership changes are designed to exclude 
undesirable individuals from a position of significant influence and do not 
address concentration of ownership per se. 


There are significant provisions in Bill 8/ to address conflict of 
interest and self-dealing concerns which can, in part, arise from concentrated 
ownership. However, as an alternative to limiting ownership, Bill 8/ provides 
strong, self-dealing bans that extend to affiliated companies, be they in the 
financial or nonfinancial sector. 


I hope this brief survey of jurisdictional roles and existing 
legislative provisions and a summary of some of those in contemplation right 
now has been of some help to this committee. As I said at the outset, the 
Ministry of Financial Institutions will be ready to assist your committee in 
any way it might in the course of your analysis over the summer. Any 
assistance your researchers might need, we would be pleased to provide. 


The Vice-Chairman: Are there any questions at this time? 


Mr. Barlow: I have just a comment that it is a good overview. It 
gives us a jumping-off point to begin our deliberations on this, but at this 
time I have no questions. It was very well presented and 1 appreciate it. 


Mr. Morin-Strom: I wonder if we could get a copy of your 
presentation. 


Inter jection: You will get a transcript. 
Mr. Barlow: Yes, but transcripts are slow coming through right now. 


Mr. Morin-Strom: Transcripts are a little harder to read than 
something that is laid out with sections and headings. 


Mr. Davies: If I attempted to give this to you now, it would be even 
more difficult to read than the transcript I am afraid, but I would be pleased 
to get this typed up and provide it through the staff of the committee. 


Mr. Morin-Strom: There is some controversy about the. proposed 
changes to regulations on financial institutions. In particular, banks are 
expressing strong concerns about the fact that other financial institutions 
are moving more and more into the role that the banks have had traditionally. 
There is concern from the banks, but we see concern about actions such as 
Genstar's recent takeover of a trust company. 


Does your ministry have a position on how to make the rules fairer and 
more consistent for all financial institutions and, in particular, ensure that 
financial institutions are not under the control of or dominated by one or 
very few major shareholders or influence groups? 


Mr. Davies: As I indicated in the overview, the current legislation 
is really not focused on the ownership question in very direct ways, nor is 
the proposal under the loan and trust company amendments under Bill 8/7. The 
approach has been to look beyond what the issue is of concern over 
concentrated ownership. In great part, 1 suggest that is an issue of related 
party transactions, self-dealing, non-arm's-length involvement between a 
majority owner of a financial institution and other organizations owned by 
that controlling shareholder. In that respect, the approach taken in Bill 87 
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is to have a set of restricted parties identified, including affiliated 
companies, such that the potential abuse of trading on a non-arm's-length 
basis will be prevented and precluded. 


Mr. Morin-Strom: You say the issue is about related party 
transactions, but that has not been the approach taken with the banks. 


Mr.’ Davies: That is correct: 


Mr. Morin-Strom: Why should we be having one set of rules for the 
banks and a separate set of rules for other financial institutions? If we 
ensure that there is no major influencing force, as we have been able to do 
with the big banks, then we eliminate the concern and the potential for a 
major shareholder wilfully or unwilfully to self-deal. 


10:30 a.m. 


Mr. Davies: I come back to the premise I stated at the outset of my 
notes that the focus of regulatory activity in this province, historically, 
has been the protection of the depositor or protection of the consumer. I note 
that even in widely held financial institutions, such as two charter banks 
that existed in western Canada until last year, failures can occur. The very 
nature of widely held versus closely held does not guarantee solvency or does 
not guarantee protection of the depositor. 


Mr. Haggerty: I was glad you brought in the word ''deposit.'' Where 
does the public have any input in this matter? Suppose someone has deposits in 
the Canada Trust Co.and Genstar has moved into the area of takeover and then 
there is another company or firm that has taken over from Genstar. There is 
protection for the investor under the federal insurance agency that will 
invest up to $60,000 or $100,000 now. 


Mr. Davies: That is for the depositors. 


Mr. Haggerty: That is right. There is nothing there that is really 
going to guarantee the public interest in the case of somebody who has put 
money in there. In my area, there are a number of people who had quite an 
investment in different trust companies, but they have no say or input into 
the takeover. Should there not be some provisions there? 


I am looking at the words ''free trade'' with the United States. One could 
have companies flocking here and there could be a complete takeover of our 
financial institutions without any protection to the depositor in a sense or 
to Canadians as a whole. One could see this capital disappearing from here to 
the United States. When you see that happen, the first thing you know is you 
are going to find industry and development are going to take place in the 
United States, not in Canada. 


From what I understand, you indicated that present amendments put 
forward to Bill 87, for example, unless I am interpreting them wrongly, mean 
that the trust companies can provide the same services as the banking 
institutions are providing now and the banking institutions are going to get 
back into the area of mortages and real estate. They are going to get involved 
in it; so you are really opening it up. 


One cannot have any more than 10 per cent under bankingbut under the 
trust companies, it can be wide open. One owner can have it, and that is when 
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the wheelings and dealings come in. There is huge profits to be made on what 
the depositor has in there and he gains nothing by it. In this area, what 
provisions can we find there to say if that a person has an investment in a 
trust company, should he not share in that large takeover and the profit that 
is going to one or two individuals? 


Mr. Davies: With respect to the loan and trust companies legislation 
in this province, the focus being as it is on ensuring in so far as possible 
the solvency of the organization and hence the protection of depositors' 
interests, those matters of ultimate ownership have not been the prime focus 
of attention in the past and are not the prime focus of attention under the 
proposed amendments either. What is the focus of attention under the 
amendments, however, is to ensure those sorts of transactions that you cited 
as putting depositors' interests at risk cannot take place without stringent 
regulatory control and approval. That has not been the case adequately in the 
past as we have seen with the failure of number of companies. 


Mr. Haggerty: We have seen it with Atlantic Acceptance Corp., 
British Mortgage and Trust Co., Greymac, all of those. What bailed them out 
was the insurance provided under federal legislation, which taps the sources 
of public input into it. They put a guarantee but not enough to cover it all. 
In other words, it is another form of hidden taxation to bail out the 
takeovers in a number of these instances that have taken place. Someplace 
along the line, a large transfer of funding went someplace. Where it is I do 
not know. 


It is the depositor who builds up the credibility of the trust company 
or credit union. With the security by the federal government in legislation, 
it opens the door to a takeover. Eventually, something happens and the money 
disappears into receivership. This is the area we should be looking at. When 
we get talking about free trade, I can see there is going to be more takeovers 
of financial institutions in Canada. Perhaps the present legislation by 
opening it up is going to encourage this. I do not know. 


Mr. Davies: Perhaps this is not the appropriate forum to discuss 
Bill 8/ because it is going to proceed to another committee of the Legislature 
for clause-by-clause review. 


The Vice-Chairman: I do not think it was the intention of this 
committee to review Bill 8/7, but to deal with matters of jurisdiction with 
regard to the provincial side of things as opposed to the federal side. 


Mr. Morin-Strom: To get to my question, the prime function of this 
committee in terms of its area of concern right now is corporate 
concentration. That is precisely the area we are trying to bring up here as 
being a major area of concern that it is our duty to investigate further. 
Regardless of the fact that your ministry perhaps is not putting the prime 
focus on the legislation as being the ownership but rather saying security for 
the depositors, there is concern about the level of concentrated ownership in 
certain areas of our financial institutions. 1 think we have a need to get the 
best information possible in front of us so we can assess what recommendations 
we might make in the area of financial institutions in regard to conflicting 
rules in terms of ownership in that concentration and whether that is 
potentially creating problems, or what changes we might suggest in that area. 


You seem not to want to talk so much about that, but I think that is our 
jurisdiction and primary focus as we have been mandated by the Legislature. 
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The Vice-Chairman: It is very difficult to answer a question when it 
is a comment. Any other questions from members of the conmittee? 


As I do not hear any more questions, I think we will proceed with other 
matters at hand, if there are any. 


Mr. Barlow: May we have a copy of that? 
Mr. Davies: Most definitely. 


Mr. Barlow: We can analyse it individually and come back. There will 
probably be more questions then.. 


Mr. Haggerty: I had one more question. You hit the topic of 
investment being regulated, but you did not go into detail. What regulations 
are there that protect the public in dealing with the regulatory approach? 


Mr. Davies: The various provisions regarding-- 
Mr. Haggerty: Concentrated ownership. 


Mr. Davies: Again, the approach taken in the existing legislation 
and even in the proposed legislation does not address ownership per se. It 
addresses ownership only in so far as it has a foreign ownership limitation, 
the 10 to 25 rule I mentioned. Beyond that, the focus is on controlling the 
nature of the activities of the organization with a view to keeping it solvent 
and able to meet its obligations to its depositors and investors. 


Mr. Haggerty: Are you aware of any difficulties at the securities 
commission of concentrated ownership with regard to conflict of interest in 
this area? Can you cite any problems in this area? 


Mr. Davies: In terms of financial institutions? 


Mr. Haggerty: Yes. 


Mr. Davies: I can only do so in anectodal fashion in the very 
transaction that you cited earlier of the Imasco takeover from Genstar of 
Canada Trust. During the course of hearings at the federal level, there were 
suggestions brought forward that the controlling shareholder in the past had 
used moneys from a financial institution to finance some of its own activities 
without giving due heed to the true business merits of that transaction. It is 
my understanding that the new owners, Imasco, on assuming ownership and 
control of Canada Trust, have given some forms of undertaking that they will 
not have those sorts of related party transactions occur. 


10:40 a.m. 


It is further my understanding that they have modelled their 
undertakings to the federal government on the sorts of criteria that are 
spelled out in our Bill 8/7. To attempt to answer your question as to whether 
or not there have been examples in the past of problems relating to ownership 
of organizations, I have had direct exposure to that event to the extent that 
I followed it in the media and in the transcripts of the hearings. 


The Vice-Chairman: I would like to thank you for coming before us. I 
may add that if we do need to go into some further detail with regard to some 
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of the items you have brought before us today, I am sure we can do so in the 
fall. As you have indicated, you will make yourself available at that time and 
we certainly will have you appear before us if members of the conmittee feel 
it is important. 


Mr. Davies: Very good. 


The Vice-Chairman: Thank you very much from all members of the 
committee. 


I do not think we will be dealing with any other matters this morning. 1 
believe next week we will have Bryne Purchase from Treasury. He will be 
appearing before us next Thursday. 


Mr. Haggerty: Is there any background information that can be 
provided to the committee in case we have experts come before us who can lead 
us to some questions so that the members can better prepare themselves? 


The Vice-Chairman: I believe the purpose of having these witnesses 
before us is to give us an indication of the kinds of things we may want to be 
looking at with regard to the jurisdictional areas that we are exploring at 
this time. 


Mr. Hennessy: Once you get the brief, you can look over it and find 
things on which you may want to ask questions. 


The Vice-Chairman: This is sort of a preliminary look at areas. 


Mr. Hennessy: I am not worried about preliminary areas. What about 
the main one? 


The Vice-Chairman: We certainly will be looking at some of these 
topics in greater detail. 


Mr. Morin-Strom: One conclusion we can get from this is that the 
major financial area we cannot look at is banks. That is solely federal 
jurisdiction. 


The Vice-Chairman: Exactly. That does not surprise any of us. 


Mr. Morin-Strom: But we should look at jurisdiction in all those 
other areas of financial institutions. 


The -Vice-Chairman: Yes. I think we should be looking at some of 
those items that were brought up this morning and get some further detail on 
corporate concentration. I am sure some of those topics will overlap. In any 
case, we can look at those in greater detail. . 


Mr. Barlow: Treasury is also going to be talking to us about 
corporate concentration and how it sees it. 


Mr. Traficante: I believe that is what it is going to talk about. I 
believe the way that responsibilities are divided among the ministries is that 
the Ministry of Financial Institutions deals specifically and solely with the 
question of financial institutions and their organization, while Treasury 
deals with broader economic policy questions such as corporate concentration 
and perhaps how financial institutions feed into, assist or affect corporate 
concentration. 
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It would deal with how corporate concentration is occurring in other 
industries; for example, how insurance feeds into real estate and other 
things, how trust companies have in the past been used with regard to 
assisting real estate transactions. There will be those kinds of questions of 
a broader nature, and also how securities legislation might affect 
corporations and private transactions. I believe that is what Treasury will be 
dealing with on a much broader issue. I do not know specifically how it will 
work. 


The Vice-Chairman: Perhaps I could ask the researcher. At some 
point, we will be receiving some background material and anything that he has 
compiled that could be useful to members of the committee. 


Mr. Traficante: As was asked for last week, we are preparing a paper 
which deals strictly with the legal question of jurisdiction, such as what the 
jurisdictional responsibilities are of the Ontario Legislature with regard to 
the question of corporate concentration as opposed to the jurisdiction of the 
federal government. That will be prepared for next Thursday's meeting. 


The Vice-Chairman: We will have that for next Thursday then? 
Mr. Traficante: At the meeting. 


The committee adjourned at 10:45 p.m. 
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The committee met at 10:13 a.m. in committee room l. 


CORPORATE CONCENTRATION 
(cont inued) 


The: Vice-Chairman: Members of the committee, perhaps we can zet 
started. I am sure our guests have a hectic schedule, and we appreciate that 
they are here today. With us we have Dr. Bryne Purchase from the Ministry of 
Treasury and Economics and members of his staff whose names I do not have. 
Perhaps you will introduce them. 


Dr. Purchase: On my left is Cindy Dymond and on my right, Geoff Hare. 


The Vice-Chairman: We have been dealing with the topic of corporate 
concentration for the past couple of weeks, and we are going to be talking 
about jurisdictional areas vis-a-vis the provinces and the federal government. 
Perhaps I should let you carry on. 


Dr. Purchase: I should start by saying we are going to deal in part 
with jurisdictional areas. As I indicated to staff of the committee when we 
talked on the telephone, jurisdiction is a legal matter and I am an economist, 
not a lawyer. 


The Vice-Chairman: It is a good thing you are not a lawyer; we would 


be in trouble. 


Dr. Purchase: There are going to be a lot of lawyers, and I am sure 
you know more about the law than I do. The other aspect important to remember 
is that there are experts in law for the government, and you may wish to see 
the Attorney General's staff, particularly on constitutional issues. We will 
touch on jurisdiction, but I do not want to leave the impression that we are 
experts in this regard. 


In this presentation, I have tried to give you an overview of our 
research, and the way in which we have organized our thoughts to bring our 
research efforts to bear on this issue. You can imagine it is not something we 
typically deal with in Treasury. Although it has been a major public policy 
issue from time to time over the past many years in Canada and there have been 
royal commissions on it several times over the past 15 years, it is not 
something that is the day-to-day work of a Treasury department of a provincial 


government. 


Notwithstanding that, we have launched an investigation into this issue 
and the potential role of the province and its jurisdiction in this regard. I 
hope this presentation will give you some ideas on areas you might wish to 
pursue in the future. We do not regard this as our definitive statement. From 
our perspective, it is a bit rushed to be here now, but we would be prepared 
to come back at the end of the summer to try again with a more complete 
presentation for you. If I cannot answer all your questions, I apologize, 
pee we are learning ourselves in this respect. Having said that, let me 

egin. 


F-2 


When all is said and done and you have heard all the experts, you are 
going to come back to a fundamental issue. In the final analysis, what you are 
going to come back to is consideration of the corporation. What is it? Of 
course, it is a legal entity which is given all the rights and powers of an 
individual to enter into contracts. It is historically extremely important in 
the development of capitalist economies, because it also has limited 
liability. Therefore, it can amass and bring to bear large amounts of capital 
in various projects but limit the liability of owners. That has been extremely 
important for the development of western economies. 


This is a legal innovation which is an extremely important invention for 
the development of the economy. It is an economic entity which has certain 
characteristics. No doubt some economists may talk to you about the 
characteristics of the corporation. I will have a few words to say about why 
it exists, or at least what theory there is about corporations now. It is also 
a social institution, because it is a place where large numbers of people 
work, and people often define their lives in terms of the corporation. You see 
it most fundamentally perhaps in what is referred to as a single-industry or 
single-company town, where virtually everyone works in this institution. 
Notwithstanding that it may be privately owned, it has dimensions which go 
beyond simple ownership. 


10:20 ‘am. 


The corporation is also something which is greater than the sum of its 
parts. It is more than a collection of labour, capital and management. It is 
often worth more on the market. A going concern is worth more than the 
separated assets of that concern if you try to sell them individually. It is 
an organic entity, and this goes back to my reference to it being a social 
institution. It is not just a collection of resources, if you like. 


Finally, when you think about corporate concentration, you will come 
back to this issue of what is the role and significance of the corporation in 
the economy and in society and what you want it to do. In the final analysis, 
that is where you will be able to answer the questions that are in your mind. 


In terms of jurisdiction, I would argue that it is limited in law and in 
effect by the powers given to the province by the Constitution. We will come 
back to that issue at the end. I know it is one you are interested in. It is 
also influenced by the ability of an important provincial government and 
parliament to influence federal policy in this area. If you take a position on 
these things, you can clearly have an effect on the federal Parliament. 
Anyone's ability to influence a corporation is limited to some degree by the 
fact it is transprovincial, it is transnational, and the fact that capital is 
highly mobile and can leave if it does not like the conditions or restraints 
imposed upon it. There is a limitation of sovereignty by virtue of the fact 
that in many cases, a corporation exceeds the jurisdiction of a nation state 
and certainly the province. 


You should not underestimate the ability of the Legislature to exercise 
moral suasion on corporate behaviour and to establish codes of conduct. You 
need not look necessarily to just what you can formally legislate, but also to 
what you can do through moral suasion to influence the behaviour of companies. 


As you see witnesses on this subject, I think you will find a useful way 
to organize in your own mind the welter of evidence and opinion and so forth 
you will get on the subject. There are three distinct strands of concern that 
you can usefully use to organize some of this material. The first has to deal 
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with market concentration, which is the concentration of market shares held 
by, let us say, the four largest firms in the industry. It focuses on a 
specific product market and asks how many competitors there are in this 
industry or this product market, whether they are dominant, and what share of 
the market is held by the four largest four firms, or whatever measure of 
concentration you want to use. I will come back to that. 


The second is the question of the absolute size of the corporation. 
There is another set of concerns that people have referenced which really 
looks at the fact that corporations are now multibillion-dollar concerns where 
an enterprise may own or control hundreds of subsidiary enterprises. In the 
view of some people, there are some issues which arise in respect to this 
ageregate concentration of wealth. They may not be concentrated in any one 
market, with respect to market control or power, but they are large with 
respect to their total control of assets. 


Finally, there is the separate issue of the role mergers and 
acquisitions--or what I call the market for corporations--play with respect to 
all this. Clearly, it can be a separate source of concern, as it is for some 
people, or it can be important in relationship to the growth of market or 
ageregate concentration. 


I find it useful to divide these issues into separable parts. It is a 
little bit easier to deal with the technical, economic and legal issues that 
arise from these things. 


With respect to market concentration, the basic economic model is that 
market structure determines corporate behaviour. I will return to what we mean 
by "market structure'' in the next slide. Competitive behaviour in turn 
determines performance. When firms do not compete, you tend to get higher 
prices and lower output. 


It is fair to say that federal competition legislation is based on this 
particular model of economic behaviour. It focuses entirely on the issue of 
market concentration and competitive performance in a specific industry. 


I will return to what I mean by market structure and competition. We 
have here a basic model for determining competition in an industry. The centre 
box shows industry competitors. The fewer competitors there are, the more 
potential there is for collusive behaviour. 


I have listed rivalry of firms. In this case, if firms have different 
corporate strategies, it may be more difficult to get them to collude on a 
tacit or overt basis. If an industry has a high level of fixed to variable 
cost, it may be more difficult to get firms to collude because there are such 
large incentives for anyone to attempt to sell more and teke market shares 
from a rival. 


There are issues which relate to the intensity of rivalry between 
competitors--not just the number of competitors but their individual 
characteristics, and those of industry, which may determine whether there is 
active competition. 


As well as looking at the industry itself, the number of competitors, 
their rivalry and the intensity of that rivalry, you have to look at the power 
of buyers--who they sell to; whether there is any market power there--and the 
power of suppliers, whether any market power is being exercised by suppliers 
in that industry. Clearly, all that will have an influence on the rates of 
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return and prices that can be charged by these competitors. 


You have to look at the possibility of substitutes--plastics for steel, 
for example. In other words, you cannot just look at how many steel firms 
there are and the rivalry among them; you have to look at whether there are 
substitutes for steel in various submarkets, and so forth. 


10:30- a.m. 


Finally, you have to consider the possibility of potential entrants into 
an industry: those who may enter, and the barriers to their entry. Some argue 
that most markets are what has been referred to as ''contestable." In many 
cases, while there may be few competitors now, there is a very long list of 
potential entrants into an industry, and that potential entry list limits your 
ability to raise prices above a competitive level or to do things that would 
increase your rate of return above a normal, long-run, competitive rate of 
return. 


Other economists argue that in many industries there are very high 
barriers to entry. If there are economies of scale in an industry, to enter 
that industry you have to enter in a very large size to achieve these 
economies of scale. That represents a barrier. You cannot hope to enter the 
industry in a small size and sneak in without anyone noticing. You have to 
ener in a very large size and take a significant share of the market right 
otf. 


Mr. Morin-Strom: This looks like more of an American textbook model 
of competitive forces. Imports and exports are a very large percentage of our 
economy. It seems to me that they shouid be reflecting our strength versus 
that of either corporations outside the country or other countries in terms of 
import competition and whether industry has the potential for export sales, 
depending on its competitive position. 


Dr.-Purchase: That is quite right. Again, you cannot look at just 
the number of firms in the Canadian market. You also have to look at import 
competition to determine whether there is competition in the market. You might 
even consider the potential for import competition as opposed to actual import 
competition as another condition when you are looking at the question of 
whether firms are operating in a competitive environment and, therefore, 
likely to operate in the public interest. You are right. You do have to look 
at import competition when you are considering whether there has been abuse of 
dominant position. 


Mr. Foulds: Can I ask a question here? I do not know where it falls. 
What we appear to have in the pulp and paper industry is a regionalization of 
the industry. For example, northern Ontario tends to ship its product to the 
midwest United States, whereas Quebec and the Maritimes tend to ship theirs to 
the eastern seaboard, as well as overseas to Europe. How does that affect 
competition? Is there a kind of collusion or agreement there? 


Dr. Purchase: I cannot answer specifically on whether there is 
collusion. They may choose separate markets for reasons of transportation 
costs or whatever. Each case has to be subject to its own special study, so I 
cannot answer the question. 


In respect of regional markets, however, one of the difficult things is 
that you have to decide what is the relevant market. You can have many 
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competitors, but if there are very high transportation costs, each competitor 
may find that it has a localized monopoly, if you like. In looking at 
competition, you have to be aware there is not one national market for every 
product. There may be regionalized markets. In relation to localized markets, 
you might be looking at a neighbourhood in which there is only one seller. 
They may have a preferred location and no one else can get in. 


Mr. Foulds: In the pulp and paper industry, I am thinking that it 
appears to have carved up the market not just regionally in Canada but 
internationally. Transportation factors may affect that, but I want to know 
how that affects competition. When does one of them, say, from the west coast, 
traditionally serving that area, decide it will attack the midwest market? 


Dr.-Purchase: I do not know that is the case. I cannot conment on 
specific industries I know nothing about, but if this were the case, it would 
be a restraint of trade if they had colluded in some way to avoid competition 
in each other's market. 


Mr. Foulds: I am not interested in that as much as how it would 
affect competition. It does not seem to fit into your chart. 


Dr. Purchase: I am not sure whether I am focusing precisely on your 
point. It may come to the question of the form of firm rivalry. They may 
divide a market in certain ways. They may say, ''You take that market.'' They 
may not even say that explicitly. There may be no formal agreement, just a 
tacit understanding. 


Mr. Foulds: Or historical development. 
Dr.-Purchase: That is right, historical development. 


The- Vice-Chairman: If I may comment on one other aspect, the fact 
remains that you are looking at the international markets. We were focusing on 
how they affect the home markets, the functioning of the firm and the 
marketplace in this country and how those companies develop as a result. 


Dr. Purchase: The issue of corporate concentration, especially in 
Canada since the Canadian economy is so open to trade, is related to the trade 
issue which many of you are addressing in another committee. 


The: Vice-Chairman: We will not try to mix up the two. 


Dr. Purehase: They are related in many ways. It is often argued, as 
we will see later when we are dealing with large size, that it is sometimes 
necessary to achieve large size to engage in international competition. 


In the Canadian case, import competition is a very important part of the 
competitive model. It has to be considered because it is so extensive. To look 
at the number of Canadian competitors physically located in the Canadian 
market would probably be to misread the competitive situation. 


You have in your package a review of the federal legislation. It should 
be under the Competition Act. It might be the second or third item. I want to 
run through what the federal Competition Act looks at. 


Federal competition policy used to be entirely a matter of criminal law. 
As you know, under criminal law the burden of proof is very heavy. You have to 
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determine an offence beyond a reasonable doubt. Having listened to me and 
other economists on several occasions, you probably also know that beyond a 
reasonable doubt is not a reasonable task in economics. We can only say there 
is a balance of probabilities. If certain conditions hold, it is likely or 
probable that something will happen, rather than beyond a reasonable doubt. 


10:40: a.m. 


The criminal law proved to be a very inefficient way of prosecuting 
competition legislation cases. For many years a debate was waged about whether 
this should be changed. It has finally been changed. There is a new federal 
Competition Act that has moved some aspects of corporate structure and 
behaviour from criminal law to civil law. 


However, conspiracies, which is the first item, are still under the 
criminal courts. You have to demonstrate that there has been an undue 
lessening of competition. However, you no longer have to demonstrate that 
there was an express intent to lessen competition, only that there was an 
intent to enter into an agreement. This is where I am well beyond my depth in 
understanding the nuances of all these things. I am told many people believe 
it will still be very difficult to get conviction on the conspiracy side. 


This is where you have some formal attempt on the part of businessmen to 
collude. They will have either a written agreement or some very formal way in 
which they are communicating an agreement to restrain trade or lessen 
competition. On the other hand, mergers have been moved out of the 
adjudication of the criminal courts and into the purview of the civil courts 
and the new competition tribunal. 


The competition tribunal is made up of four judicial members, one of 
whom is designated as the chairman. The chairman will be appointed from among 
the judges of the trial division of the Federal Court. The tribunal will have 
up to eight other members who will be lay members. They will be selected with 
the advice of an advisory board, which is also part of the legislation. They 
will serve a term of up to seven years, renewable. 


The tribunal is given the powers of a superior court. There is appeal 
from the tribunal to the federal Court of Appeal. Although there is this 
quasi-judicial tribunal, if you appeal, you may well wind up in a federal 
Court of Appeal, essentially dealing with lawyers as opposed to other persons. 
Presumably, these other persons on the tribunal will be economists and 
businessmen. 


The test of whether a merger will be allowed is whether it prevents or 
lessens competition substantially or is likely to do so. You have to look at a 
whole bunch of relevant criteria in that. You will notice many of those 
criteria, for example, the extent and effectiveness of foreign competition, 
the availability of substitutes, barriers to entry, the extent of any 
remaining competition in an industry, are all factors I listed in the basic 
model I showed you in the previous slide. These are things that the 
competition tribunal members will have to take into consideration in 
determining whether they will allow a merger to go ahead. 


Even if the tribunal finds that a merger has lessened competition 
substantially, none the less it may allow the merger where it can be shown 
that gains in economic efficiency are greater than the effects of the 
reduction of competition. There is an efficiency defence. Even if you are 
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found guilty of having lessened competition substantially, the merger may be 
allowed to proceed where it is found there is a gain in economic efficiency as 
a result of the merger. 


There is a prenotification provision in the federal Competition Act of 
either seven or 21 days before a merger. You have to prenotify of a merger 
where the annual gross revenues of the combined corporations exceed $400 
million or the firm or the assets acquired exceed $35 million. Therefore, 
there is a prior notification requirement based on size, but size is only 
material in the sense that you have to let them know. Presumably, this is so 
you do not do anything irreversible. 


Often, when a merger has been announced and things go ahead, there is a 
lot of money at stake, and sometimes it is difficult to reverse these things. 
In these cases, prior notification allows the government to make a preliminary 
finding on whether it will allow that merger to go ahead. 


Finally, the federal Competition Act deals with what they call the abuse 
of dominant position. This is a circumstance where one firm or several firms 
are in substantial control of a class of business or a market in Canada or any 
subregion of Canada--again, the definition of market is relevant here--and 
they are engaging or are likely to engage in anticompetitive behaviour. The 
focus is not only on whether they have control of the market but also on 
whether they are engaging in anticompetitive practices. These practices can be 
proscribed by law if they are found to be doing so. 


This is different than the previous situation. The law proved to be 
inoperable, if you judge a law by how many convictions you get from it. There 
were virtually no convictions. There was no ability to find that a company was 
in contravention of the law, even where it virtually controlled the whole 
market. We do not know what the future situation will be, but these are the 
circumstances. 


I am not sure it is necessary for me to go through all the other things. 
There are some differences. More and more competition policy in Canada is 
focused on issues of industrial policy. It has moved away from the narrow 
concern with respect to whether firms are competing to the question of whether 
we are able to compete in the world. 


This is a significant change. Canadian competition policy found its 
genesis in the American approach, the United States antitrust law, which was 
much more concerned with issues of competition in the US market. Obviously, 
the US was not concerned with whether it could compete internationally or 
whether its firms were large enough to do so. 


In Canada, we find many more people are saying it is not an issue of 
whether we have enough competition in Canada, it is an issue of whether our 
firms are strong enough to compete internationally. 


That being the case, there are still large areas of business where 


import competition does not enter the picture. In many areas, the whole 
service industry is not subject to import competition, yet there are still 
relevant issues of competition law in the control of specific markets. 


70:50 a.m. 


The other things on this review of exports, specialization agreements, 
export consortia, crown corporations and the Bank Act, are fairly explicable. 
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I will not bother using up the time of the committee by reviewing those things 
unless someone has a specific question about how the federal law works here. 


The Vice-Chairman: Perhaps I should ask whether there are any 
questions at this time. 


Mr. MeFadden: I was doing some thinking here. I do not believe the 
witness and his staff are legal experts and perhaps this is not the 
appropriate time to get into all the details of the Competition Act and the 
Combines Investigation Act. 


I have had a fast look at the jurisdictional problems of corporate 
concentration. It makes a brief reference to federal legislation. In the next 
month or so, will staff be able to give us a breakdown of where exactly 
federal legislation stands and the relevant provisions of the legislation? The 
summary we got this morning has been useful, but can we not get a breakdown, 
for example, of where the Combines Investigation Act has gone now, and the 
interrelation to the Competition Act? 


The Vice-Chairman: You are referring to this document that was 
placed before us this morning by the research staff of the committee. 


Mr. McFadden: Yes. In order for us to consider this issue, we should 
have an understanding of the federal law and how it works now. It would 
certainly give us a better idea as a conmittee of what we could recommend with 
respect to a mechanism. I do not think we want to rewrite this federal 
legislation and recommend how to change their law nor, I assume, do we, 
ourselves, want to draft a law in committee. It would be interesting for us at 
least to know how the federal legislation works. 


I do not want to interrupt the flow of this discussion, but rather than 
enter into a long discussion and put Dr. Purchase on the spot on a lot of 
details of law, it might make sense for us to get that information during 
adjournment, since we will have the period of hiatus till September. By the 
time we come back, the members of this committee can be fully informed on 


federal legislation. 


The Vice-Chairman: Perhaps I can refer that to our researcher, 
Fernando, and-- 


Mr. Traficante: I am not going to do it. I will ask one of the 
lawyers. 


The Vice-Chairman: Fine. We will keep that in mind. 


Mr. Foulds: We might have a quick look at what provincial, statutes 
impinge even indirectly in the area. 


The Vice-Chairman: Those that are existing-- 


Mr. Foulds: Yes. There is the superintendent of insurance. How does 
that affect competition? I do not know. It might be useful to have a look at 
provincial legislation that at least impinges directly or indirectly on 
competition and corporate concentration. I am not sure I can do all that 
alliteration this morning. 


The- Vice-Chairman: Perhaps we can get an entire overview of all the 
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legislation that is in place at the moment, both federal and provincial. I do 
not know whether we want to do that. I should take that back. Let us just put 
it as Mr. Foulds has indicated; that we want to look at legislation which 
impinges on the area of corporate concentration. 


Mr. McFadden: It is very straightforward federally in the sense that 
there are the two acts. We can look at the provincial jurisdiction. This 
summary we have gone through is very useful to us today. It is just that I 
think it probably should not be the focus of your brief to us this morning. We 
could very well get into that. That is why we recommended that we go on and at 
a later date we should take a look at the law and get some more information on 
ae 


The Vice-Chairman: The researcher will have a little more time to 
bring that information together. We will have it in our hands during the 
course of the summer. Perhaps we can have a look at it towards the end of the 
summer months. 


Dr. Purchase: The conclusion that I draw from this is that when you 
look at market concentration and competitive behaviour, there is a fairly 
major piece of federal legislation already in place that deals with 
competitive behaviour. There may be some way in which you can relate to that 
federal legislation as provincial jurisdiction. 


I believe you can bring a case under the Competition Act with six 
individuals. Any individual can register a complaint with the director of 
investigations. In so far as the issue of concentrated competition in a market 
is concerned, there has been a fairly recent breakthrough. In fact, I believe 
it was only a month ago that the federal legislation received third reading. 
After 15 years of debate, they finally got it done. 


Mr. Barlow: We will solve this whole thing in a couple of months. 
The- Vice-Chairman: It was one of those that got lost in the shuffle. 


Mr. Foulds: It makes extra billing look like a Sunday school picnic, 
does it not? 


Dr. Purchase: In a sense, none of us knows how the future will 
unfold with respect to this new piece of legislation, but it is a major change 
that has taken place and has taken a long time to get this far. On that side 
of the issue, I am not sure exactly where to proceed. I must say that I am not 
clear, either. However, that is not, as you will say, the only option or issue 
we may look at. 


I now want to move on to another source of concern that people have 
expressed, and that is aggregate concentration. 


If you stand back and look at the economy, you really see two economies. 
First, there are a few megacorporations that own a very substantial part of 
the assets, and control a very substantial part of the sales, in the economy. 
Then there are literally hundreds of thousands of small businesses, both 
incorporated and unincorporated. I believe there were a little more than 
700,000 incorporated and unincorporated businesses in Canada in 1983. 


Mr. Foulds: Is that in Canada? 


Dr. Purchase: In Canada, yes. There were something like 200,000 in 
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Ontario. If you take the largest 500 corporations in Canada, you will find 
that they control something like 68 per cent of the assets of nonfinancial 
corporations. There are a few megacorporations, then, and many hundreds of 
thousands of small businesses. 


With regard to conventional economics, there is no formal economics 
about the megacorporation, mainly because the basic model used by economists 
is the one with respect to the market which I have already shown you. Who are 
its competitors? What are the barriers to entry, and so forth? 


However, large size--that is, just controlling huge amounts of 
wealth--is not something that mainstream economists have really come to grips 
with as yet. They will report that there are no anti-competitive implications 
of size per se. 


You may find, especially with a conglomerate, that it is a multi-billion 
dollar organization. It may be in hundreds of markets, each one totally 
different. In any one market, however, it may have many competitors, and may 
not have a dominant share. 


. McFadden: With regard to the two economies you have discussed, 
have jou MEAN ne able to secure any information as to how this would compare with 
the United States or Japan? 


litaim: 


Dr. Purchase: Yes, there is information on this. Our largest 100 
corporations have a larger share of our economy than the equivalent 100 
corporations in the United States would have as a share of theirs. In that 
sense, there is a higher level of aggregate concentration in the Canadian 
economy than in the United States economy. There are also higher levels of 
market concentraticn. Typically, concentration ratios are higher in Canada 
than in the United States. However, that is a bit more complicated. Those 
measures do not take into account import competition, so you are never sure 
what you are really looking at there. 


With respect to aggregate concentration, if you look at it that way, 
this country is more concentrated than the United States. However, if you 
looked at the absolute size of the largest Canadian corporations compared to 
the largest US corporations, you would find they were not nearly as large. 
General Motors in the United States, IT&T or AT&T are many times larger than 
the largest Canadian enterprises. it depends on how you want to measure these 
things whether aggregate concentration is greater here than in the United 
States. If you measure it in terms of the total wealth or assets of the 
economy, you will find it is higher in Canada than in the United States. 


Mr. McFadden: How about other industrial economies? I mentioned 
Japan. 


Dr. Purchase: I am not sure about Japan. This is a sheer guess, but 
I would think it would be fairly high in Japan. There are very complicated 
issues, not only with respect to ownership but also what constitutes control 
and the effective relationships between corporations. As you know, they are 
sort of large family--not family, but the corporate organization in Japan 
looks very concentrated in the clusters of companies that are under general--I 
have forgotten the name--company or whatever they call it in Japan. I really 
have not investigated that issue. 1 am not sure Japan would be more 
concentrated, but I suspect it is more concentrated in an aggregate sense than 
Canada. 


F-]1 


Mr. McFadden: I have read a couple of articles and have heard 
speakers on this who say that while Japan appears to have very large companies 
built around trading companies, its banks, and so on, it has a very large 
small business sector as well. 


Dr.-Purchase: Yes. 


Mr. McFadden: The conventional image of Japan is that it is just a 
bunch of big companies. In fact, that image is wrong. I have never seen any 
specific figures to indicate how large their small-sized or medium-sized 
business sector is compared to their large conglomerates, nor have I seen the 
figures for other countries. I do not know whether they happen to be available. 


Dr. Purchase: We will investigate that to see whether we can dig up 
those numbers. I imagine they are available in some form. 


Again, we are at a very early stage of our own research into this issue. 
One of the things you will find is that if you looked at employment as opposed 
to assets--because you are all familiar with the fact that job creation in 
small business has rum well ahead of that in large enterprises--it may be that 
more employment is concentrated in smaller enterprises, whereas more asset 
wealth is concentrated in large enterprises. The megacorporations of our 
economy are becoming more capital intensive vis-a-vis the small businesses, 
which are becoming more labour intensive. It is too early for me to know what 
to think of that, other than that may have happened. 


Mr. McFadden: I wonder whether that would be the logic of the 
increased percentage of the work force in the service sector. It is in the 
large corporate concentrations, probably in the manufacturing or resource 
sectors, where there is a lot of rationalization and technological innovation 
going on, whereas a lot of the new jobs are being created in the service 
sector, which, in the main, are not capital intensive. 


Dr. Purchase: Yes, that is quite true. 
Mr. Foulds: McDonald's has a good share of the hamburger business. 


Dr. Purchase: There are large organizations within the service 
sector. It is too early to tell whether they will come to dominate that sector 
as well. For example, at one time supermarket chains knocked off all the small 
business competition. Then suddenly, they were the victims of small business 
competition. Many supermarket chains ran into severe competitive problems with 
respect to the specialty shops and so forth. Many are undergoing a corporate 
rethink of their organizational structure. 


Mr.-McFadden: They are trying to become greengrocers. 


Dr.-Purchase: That is right. A lot of them have tried to recreate 
the small business environment within the supermarket structure. We have 
separate units within a supermarket and the staff often have some 
profit-sharing interest in how well that unit does. So you specialize in 
selling cheese. You almost have a cheese specialty shop inside a supermarket. 
It still has one corporate owner but there are several separate organizations 
within it. 


You are on the right track in that, on the one hand, something is going 
on with respect to where we are creating jobs and who is creating jobs in the 
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service sector; and on the other hand, the increase in concentration of 
capital and assets in the resource and manufacturing sectors which are clearly 
becoming more capital intensive over time as they shed labour. However, I am 
not sure exactly what it means yet. 


Mr. Foulds: When you talk about the megacorporation I am not quite 
sure what effect it has on the competition because they deal with a number of 
different enterprises. Is there any evidence yet to indicate that they get out 
of those areas of activity where they cannot be the dominant force in the 
market?. 


Dr. Purchase: There is evidence that the companies are increasingly 
getting in and out of businesses. There is consideratle divisional spin-off 
where companies were into something and are now selling out. They are not 
selling out the whole business, just one aspect of their business. 


A lot of corporate restructuring is going on. I do not know what 
motivates it. It might differ from company to company. They may have thought 
they had competitive ability in a certain area and, after having tried it, 
found they did not. They may have thought they could bring some special talent 
to bear that just did not work out, so they are getting out. There is a great 
deal of corporate reshuffling going on, where divisions are being spun off by 
some companies and bought by others. 


There is no explanation of the motivations for what you might call pure 
conglomerate activity, where you get into things totally unrelated in 
production, marketing, sales distribution; for example, owning a trust company 
and being in the resource business. There is no obvious reason to believe you 
have some talent spanning those two separate areas. There are many hypotheses, 
but no one knows for sure why these organizations exist. We do not know. We 
just know they are becoming increasingly common. 


I know of no well-established rigorous theory in economics that I could 
trot out for you and say, "This is what professional economists believe." What 
we do know is more important now. 


112 10nasm: 


Mr. McFadden: As the world generally is expanding its trade and as 
there is a clear internationalization of information flow, goods, services and 
everything, I am wondering whether, in terms of size, we also have to look at 
the scale internationally? You can say this company is very large by Canadian 
standards--you commented on the relative size of Canada and the United 
States--but perhaps you have to look at the relative size of the Canadian 
company as against, say, the Swedish or American company it is competing with 
in the world market and the resources those companies can bring to bear when 
competing for the available markets. 


I know that gets pretty complicated, but in some industries we may 
choose to look at, we are going to have to look at not only the domestic 
market and the domestic competition but also at what they are up against 
wor ldwide. 


Dr. Purchase: That is true. You do have to look at that. You have to 
address this question and I am not sure you can answer it in a general sense. 
I do not know that there is one answer to this; it may be peculiar to each 
circumstance. 
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There are certain advantages of size and what I call financial muscle in 
competition. This financial muscle is a very important part of your ability to 
compete in many industries. Your ability to raise capital very often depends 
on the fact that you have a large amount of capital. This is an issue in the 
service sector, where there a lot of what I refer to as intangible assets, 
where goodwill is important or where you have a large, sophisticated sales 
force. For example, if you have to hire a lot of engineers or a lot of 
technical or well-trained people to do a certain part of selling, that is a 
huge investment and one that has no salvage value. If anything goes wrong, 
there is nothing the bank can take back. 


It is very difficult to raise money where the kind of asset you are 
trying to create has no physical existence. Clearly, this is where many of 
these companies that have large amounts of assets and so forth have the 
advantage to borrow and can do a lot of these things. If you do not already 
have a large amount of wealth, it is very difficult to get into or to compete 
in those areas. 


These are all material to the question of size. Why do we have such 
large enterprises? One might explain it, and many people have tried to explain 
it, as simply the personal ambition of some people to have huge corporate 
enterprises. 


Mr. G. I. Miller: Can small companies compete on the same basis? Is 
there any evidence to indicate that they can compete on that same field? 


Dr. Purchase: In terms of competition, it depends on the nature of 
the industry. There are some examples where small companies are quite 
effective competitors. There are other examples where I do not think it is 
possible to be small and compete. For example, it is very difficult to imagine 
a small company competing in the automobile industry. By small, we mean 
anything less than several billion dollars' worth of assets. The minimum 
efficient scale of plant, even assuming you have only one plant, is so large 
that it takes a huge amount of capital even to get into that industry. Certain 
types of parts are a different issue. 


Mr. G. I. Miller: What about the food processing industry? Is that 
another area? 


Dr. Purchase: I am not an expert in that industry; I would have to 
look at the structure of that industry. Certain parts of food processing are 
probably relatively easy to get into. You could probably compete. In others, 
it might be extremely difficult and require large amounts of capital to 
compete. 


Mr. G. I. Miller: Is there any evidence they are being manipulated 
by a few large companies? Have you looked at it from that point of view? 


Dr. Purchase: Again, I have not looked at specific industries such 
as food processing to know what is going on there. There is very substantial 
change going on in that industry as a result of a change in consumer taste. 
That change in taste reflects a whole change in the lifestyle of individuals 
and obviously that creates some problems for the way businesses have been 
organized in the past. Sometimes small companies can respond more quickly and 
more effectively to a change in the environment than can large companies, but 
where it requires simply amassing large amounts of capital to do something, 
large companies have a significant advantage. 
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Mr.-G. I. Miller: Can the province come up with any tools to assist 
the small business? 


Dr. Purchase: Yes. There is a whole list of programs and so forth 
whereby we attempt to help small businesses. Often those programs are directed 
at the problem of access to capital. If you think about where we typically 
intervene, it is with respect to helping businesses with the access to 
capital. The recent budget of the Treasurer (Mr. Nixon) expanded that to some 
degree into the service sector as well, as you know, with the small business 
development corporations program. 


Mr. G.-I: Miller: It would be nice to see Ontario's payments put 
into something--for example, the domed stadium, where the province is 
contributing a lot of money and we can grow the products here, but we cannot 
get into those markets. When I go to a game, I pay $2 for a little bag of 
peanuts we could grow here. There has to be some way of opening that door so 
that we can get our own fair competition going. 


Dr. Purchase: Again, 1 am not an expert on this industry, but 
creating brand names and consumer goodwill through product differentiation and 
so forth is a very important competitive aspect, not necessarily in the 
processing side per se but in the selling of prepared foods and so forth. That 
is typically something that requires large amounts of capital, and if you fail 
to create a brand image or to win consumer appeal, there is no salvage value, 
so it is very difficult to raise money to do that. You cannot get it from a 
bank. 


The megacorporation, sheer size, is not addressed by the federal 
competition policy, because it is based on the market-competitive model I 
outlined earlier. There are some economics of the corporation which I can 
describe to you and which you may find other economists in the universities 
and so forth will talk to you about if you call witnesses from the 
universities. There has been an issue of why corporations exist. In principle, 
everything could be done via the market. The corporation is a substitute for 
the market in a sense. Each relationship between individuals, either owners of 
capital or labour, could be the subject of a separate contract. 


bi220 “asm. 


A corporation is a sort of generalized contract with its labour force, 
where it says: 'We will not contract with you to do each specific task. We 
will contract with you over a certain period and you do whatever tasks we want 
you to do in that time.'' Corporations are in one sense an alternative form of 
organization and allocation of resources, and they are a type of substitute 
for the market. Increasingly, people have various types of concerns. People 
are concerned that corporations are now spinning out a lot of activities. They 
no longer want to have, for example, their own in-house staff on a lot of 
things; they want to contract for that. 


On the labour side, this is a disintegration of this corporate 
organization in moving back more to the market where you contract for each 
separate type of activity. On the capital side, these organizations are 
getting larger. There is something going on, but again, I really do not know 
where it is going nor do I have definitive views on what it is. 


In terms of the growth of the corporation, you see various types of 
growth strategies, and the largest corporations are by no means all the same. 
Some things are happening. However, clearly, over time both in the United 
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States and Canada, large corporations have become more diversified. Some of 
them diversify into different products, but they are still related to some 

core technology or some core production process. For example, a company may 
produce many different auto parts, but it is still basically an auto parts 

producer. You would call that a diversified company and in some statistics 

that would be regarded as a diversified company. 


At the other extreme of diversification, you get a company that may be 
in the resource business, manufacturing liquor and selling financial services. 
On the face of it, they would look to be several quite different activities, 
and they clearly are. That would be more of a pure conglomerate organization. 


There are other organizations which as they grow are pursuing a strategy 
of going into more markets within a nation, with different regional markets. 
If you are selling in the Toronto market, you may decide to sell in Vancouver, 
in the western market or in the eastern market, and then at some stage you may 
decide to go multinational and sell in the US. The largest corporations in the 
world are very typically selling in most of the countries of the world. 


The other possibility is that as you grow larger, you may pursue another 
stretegy of integrating vertically, either forward to take over the 
distributors of your product or backward to take over the suppliers or input 
suppliers for the product and to become highly vertically integrated. 
Typically, that was a strategy used by resource companies, to become 
vertically integrated. 


All of these strategies are not often pursued simultaneously by all 
corporations, although they may be. Often corporations begin to grow along a 
particular line. If they have become multinational or if they become 
vertically integrated, that may also make them multinational, or they become 
conglomerate organizations which may or may not make them multinational. Some 
people have argued that they are substitute strategies. I am not clear myself 
on whether that is true. At some point, these organizations get so large that 
they are pursuing all of these strategies, but in principle they are each 
separate in different ways of growing and getting bigger. In the final 
analysis, however, it is the absolute size that is impressive. 


What makes them do these things? Typically, the arguments I have seen 
are that the corporate centre, if you like, the people in charge of running 
the entire corporate empire, believe they have some kind of underutilized 
resource. 


For example, what makes a firm go multinational? It has been argued that 
it may possess a certain patent or technical knowhow, a product image or brand 
name such as that of Coca-Cola. The best way to exploit the full value of 
those things is to set up in the market yourself and produce there, as opposed 
to the other option you have, to license someone else to do it. 


Licensing, which is a market arrangement, involves you in trying to 
figure out the value you bring to the situation as opposed to that of the 
person who is going to be your licensee. Rather than try to figure that out, 
most companies have decided to produce in the market. That may be why 
multinational organizations come about. 


It is also often used as an explanation for the vertical integration of 
companies. For example, if Eaton's is selling appliances, it may decide that 
what sells those appliances is its own goodwill and its own corporate name as 
opposed to those of the manufacturer. It may decide to integrate backwards and 
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Some people argue that there are underutilized management resources; in 
large corporations, there may be such good management teams that they could 
acquire more businesses and run them more effectively. There are all sorts of 
theories on why these firms grow to a large size. However, I would say that 
none of them is the standard view of the economics profession. They are all 
possible and they are all no doubt true in some respects, but there is no 
standardized view. 


Mr.- Foulds: Ego and dreams do not come into it at all. 
Dr. Purchase: It is just assumed that they should. 


There is in your package an article that appeared in the Financial Post. 
It has preliminary organization charts for some major Canadian conglomerates. 
These are not even complete, in the sense that many of these companies own 
other companies or parts of other companies. You can often have a corporation 
that owns literally hundreds of pieces of hundreds of companies. This is an 
example of the conglomerate organization, although in the case of Bell Canada 
Enterprises Inc. it has until recently stuck fairly closely to the kind of 
core technology or core ability to deal with certain things. 


For example, a corporation may prefer to operate in a regulated industry 
environment. In Bell's case, it would be used to dealing with regulators. 
Perhaps that explains why TransCanada PipeLines is part of Bell. Who knows? I 
really do not know the answer to that. 


Typically, a corporation will feel it has certain kinds of expertise and 
will diversify into those areas. If its expertise is very generalized, it may 
well be in wholly diverse areas. That was said simply to give you a 
preliminary indication of the nature of these corporations. 


Lin 30tai.m: 


As we move from market concentration and issues related to that, we are 
moving away from issues of competition policy--as that has historically been 
understood--to questions of industrial policy. We now are dealing with the 
fact that these are very large corporate entities and that they make lots of 
decisions about how the economy is to be structured. As they make their 
decisions about corporate strategy, they inevitably affect the economic 
structure of the country. People are perhaps inevitably interested in those 
who are making these decisions. 


There is the related issue of the so-called separation of ownership from 
control. This is more of an American than a Canadian issue because there are 
not that many widely held corporations in Canada listed on the Toronto Stock 
Exchange. I believe only 61 out of 300 companies traded on the Toronto Stock 
Exchange are what might be referred to as widely held. This is not the case in 
the United States. There are many more widely held corporations. 1 believe 
450-odd corporations on the Standard and Poor's 500 index are widely held. 


It has been hypothesized that where you have a widely held corporation, 
there is separation of ownership and control, that the managers of the 
corporation are effectively in control and the owners do not have much control 
over their actions. That does not appear in Canada where the companies are 
often closely held by the owners. They also effectively exercise control. 
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However, there are no doubt some instances where managers are the ultimate 
controllers. 


We have already talked to some degree about corporate size and financial 
leverage. My view is that these corporations are so large and have such large 
assets that they can clearly attract large amounts of capital to do whatever 
it is they wish to do. That financial leverage in a sense is the name of the 
game; being able to borrow large amounts of capital and bring them to bear on 
whatever enterprise on which a corporation might be embarking. 


While there is not necessarily any competition issue, there is clearly 
an issue with respect to the types of decisions that are being made and their 
total influence on the economy. 


I have already mentioned trade policy and there is an overlap. Many 
people argue that as we get ready for the possibility of a bilateral free 
trade agreement with the United States, we will need a transitional period to 
allow our companies to amass the expertise and access to capital we will need 
to take on US competitors. There is an issue of size in international 
competition that has been mentioned. 


Another set of concerns has been raised on and off during the past 15 
years as to whether you have to be a very large-sized corporation to undertake 
research and development. There is a debate about this. Many people have 
argued that research and development is so expensive now and requires such 
large laboratories and such extensive staff that you need a large corporate 
size to be able to do research and development effectively. On the other side 
of the case, others have argued that most of the new inventions have come from 
small businesses and not from large ones. 


Similarly, on the export side, the argument often is that you need a 
large-sized business to be able to export effectively. The reason is related 
to your financial muscle, your ability to hire all the expertise you need to 
break into a foreign market, whether it be legal expertise, expertise in 
dealing with foreign governments and so forth. 


Mr. McFadden: One point I was going to make was about the large 
size. It is relative, is it not? I might have $100,000 to invest, but to 
attack the American market I need $400,000 more, which is small in comparison 
to the Bronfmans but large in my terms. It is such a relative business. 


Our research and development is in the same boat. The thing that has 
struck me from what I have observed is that you find bright people developing 
products from computer software right through to some product, some innovative 
toy or gadget that can go on the market. In the end, what seems always to do 
them in is the inability to get it to market. We are able to get the research 
and development done. What tends to happen is that these bright people will 
put all their family assets or whatever they have around into the research and 
development end and then have a problem going from that stage to market. 


Dr. Purchase: My PhD thesis was on mergers and acquisitions. You are 
right. The proper focus is on the ability to market; it is not on the ability 
to invent. I argue that the major competitive advantage of many of these large 
enterprises is their ability to market, or again, where marketing involves the 
expenditure of large amounts of capital to develop brand names and so forth, 
their ability to get that capital. If you go to a bank and say, "I have a 
great idea and all I have to do is convince the world I can create this brand 
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name,'' you are not likely to get it. They like something they can kick the 
tires on. 


Mr. Foulds: They can what? 


Dr. Purchase: Kick the tires. It has to be a physical thing. Then 
they will lend against it. If it is an idea or an attempt to create, as they 
say, goodwill, or if you have to hire people who are very expensive and have 
to make a conmitment to them that they are going to be employed for at least a 
year -- 


Mr. Barlow: We used to have the Innovative Development for 
Employment Advancement Corp. 


Dr: Purchase: --there has to be some kind of commitment--the problem 
you have is borrowing money to do that. You cannot indenture those people, so 
the bank has nothing it can reclaim if you fail. That is a big problem. That 
is where a major corporation has an advantage. If it already has large amounts 
of assets, it can borrow money and bring that or its own internal cash flow to 
bear on this issue. 


I found that you often have a takeover or an acquisition of a small 
company in such industries because the large firms in those industries have 
the marketing ability and can take the invention or new product of a small 
company and sell it nationally and internationally. They have the muscle and 
marketing expertise to do it. That is one of the reasons why you often see a 
lot of acquisitions of small companies by large companies, which dominate the 
number, although not the size, of takeovers. I think you are right. 


Mr. Foulds: In Canada, if I understand correctly, governments 
traditionally have intervened to try to develop the economy in the research 
and development area in the development of products. What you are saying leads 
me to think that perhaps they should be doing more research into marketing and 
going into a marketing consortium for small business. 


Dr. Purchase: Yes, that is true. We have the richest incentive 
scheme for research and development in the world. No one does more. The 
problem is that once we have invented something, we cannot sell it. That is 
the next stage. I agree with that. 


Mr. Foulds: I once suggested that to John White when he was Minister 
of Industry and Tourism in 1973. 


11:40-a.m. 


Dr. Purchase: This is quite true. At some point, I am sure that will 
become a more conventional view. 


The Vice-Chairman: Comparing our banking system in this country with 
the banking system in the US, on a general hypothesis the extent of corporate 
concentration in this country--as you have said, 61 out of 300 companies are 
widely held. Is there any relationship between the banking system that evolved 
in this country vis-a-vis the banking system in the US, where it is more 
widely dispersed? There are many more banks in the US. How does that compare 
with the corporate concentration in this country? There seems to be some sort 
of relationship between financial clout, as you have stated--it seems fairly 
obvious--and the level of concentration in the economy. 
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Dr. Purchase: That is a very interesting question. I do not know 
whether I should hazard an answer. 


The- Vice-Chairman: It is hazardous. 


Dr. Purchase: It is an important issue. It is something on which I 
have not done anything in my own work or read anything in the work of my 
staff. It could be an important issue, but I do not have an answer for you on 
whether there is a relationship. 


The Vice-Chairman: Obvicusly, access to capital is the whole 
question. In developing products for small enterprises, having access to 
capital has always been a difficult thing in this country. That is something 
everyone wants to address in some fashion. Governments of every jurisdiction 
want to address that. Some of the moves of the Treasurer (Mr. Nixon) with 
regard to the service sector are an attempt to address that. 


Dr. Purchase: Yes. I also think the change in financial regulation 
in part is meant to address that issue, to bring more competition into the 
provision of financing for business. 


Mr. McFadden: It seems we are comparing, Mr. Chairman, in the light 

of what you said in this exchange. We have the constant tension in the 
financial area over the desirability of more competition in financial 
services. In the United States, you can have breakfast with three bank 
vice-presidents. In a lot of places, if you want to set up a business, you can 
phone the banks and they will produce any number of executives. Most have less 
authority than the typical bank manager here, but you can get right to the top 
quickly. 


The down side is that they are not very secure institutions and the 
number of American financial institutions that fail every year is quite large. 
In a downturn, it goes almost into the hundreds. In Canada, we have opted for 
more security. In the latest run, for example, the government was promoting 
more competition and getting more banks on the market, and the Northland Bank 
and the Canadian Commercial Bank failed. Look at the tremendous uproar this 
created. Nobody sat back and said: ''That is the price of more competition. It 
is too bad. Let us get some more banks started, so they can get out there to 
compete. So what if two banks fail?" 


Tne tendency has been quite the reverse. It created a tremendous furor. 
"How it is that any banks could ever fail in this country?'' The Americans have 
an entirely different point of view. We have made a decision to encourage 
concentration of ownership among financial institutions because we want the 
security that goes with it. That is one of the catch 22s in this country. I do 
not think you can have a large number of small institutions and expect them to 
be as secure and sound as the Royal Bank of Canada or any of the other Big 
Five, Big Eight or whatever you want to talk about. 


Mr. Foulds: The chairman's point is still a good one; that is, the 
access to capital. 


Mr. MeFadden: It is still a good one. We are paying the price for 
the security we want. Canadians demand a lot of security, far more than 
Americans. You find it in our social policy. It is right across the board. 1 
do not think any of us is prepared to trade that in. It is the Canadian way 
and we are paying a price for it in the financial services area because we 
have tended to be more restrictive. We tend to deny entry. We want only people 
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with very large resources to go into it. That has an impact on the small 
businessman looking for a smaller financial institution. We understand his 
problem. Let us say you go to Thunder Bay. Which financial institution has its 
head office in Thunder Bay? If Thunder Bay were in the United States, it would 
probably have a couple of banks. 


Inter jection: Locally-owned. 
Mr. Foulds: The state bank of Minnesota. 
Mr. Barlow: The state bank of Thunder Bay. 


Mr. McFadden: There you are. They would be locally owned and would 
understand the problems of small businessmen in Thunder Bay who wanted to 
start businesses. That does not mean the manager of the local Toronto-Dominion 
Bank branch does not understand it, but the fact is that his policies are set 
in Toronto and not in the north. It seems to me this is a problem across 
Canada. As Canadians, we have made some choices and I believe we have made the 
wrong ones, but we have made them. 


Mr.-Foulds: They have been made without our fully realizing the 
implications. 


The Vice-Chairman: The key point is access to capital--risk and 
production capital--for growth. That is certainly a problem we have to come to 
grips with. 


Mr. Foulds: Major institutions will readily invest in risky 
enterprises as long as they are large and in Brazil. Historically, they have 
done so. 


Mr.:-McFadden: They can absorb the shock if they go bad. That is what 
they are absorbing now. 


Mr. Foulds: We are paying for it. 

Mr. McFadden: Exactly. 

Dr. Purchase: I agree. 

Mr. McFadden: ''I agree,'' whatever was said. 


Dr. Purchase: 1 really do. I think the points made are all very 
accurate. However, there are decision points. One has to decide; it is not 
clear-cut one way or another as to what you want. Obviously, we would like to 
have more access to capital for small businesses, They are inherently more 
risky. That is why they do not get money. 


The- Vice-Chairman: Diversification in the economy is one of the 
desirable objectives for this province. There is a relationship between access 
to capital and diversification of certain financial services. If we are 
heading in that direction with regard to policy, something has to follow that 
to create access to capital. 


Dr.-Purchase: Yes, you are right. We are trying to do that. There 
are government programs through which we try to provide capital directly, or 
at least incentives for the provision of capital, to small businesses. Also, 
one of the motivating factors for the changes in regulation of financial 
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institutions has been to increase the level of this, but with prudence for the 
issue of security and stability in the financial system. That is so important. 
We have attempted to allow more competition among financial institutions. This 
is the tension inevitably created; we do not want anyone to fail, but we want 

them to do some very risky things. 


11:50 aim: 


Aside from questions of industrial policy, which you are properly 
considering, debating and pursuing and which from my perspective are 
important, there is the issue of large aggregate size. The question that 
arises most often is whether very large, wealthy corporations that influence 
large areas of the economy, even though they may not be focused on a 
particular market, have undue political influence. 


That is an issue I leave with you. It is certainly there. Many people 
raise it and you may hear it again. 


There is also the question of the social responsibility of large 
corporations. Sometimes you hear references to their responsibility for the 
communities in which they may be operating. What is their responsibility with 
respect to specific groups such as women or minority groups of one form or 
another? We often have pieces of legislation and programs by which the 
government attempts to influence these things. The corporation is a very 
important social institution. It influences our lives in many ways. Again, the 
issue is, do large corporations influence our society in ways we want them to 
do? I raise that without being able to provide you with any guidance. It is an 
issue with which you may be confronted. 


Mergers and acquisitions have recently received much attention, partly 
because one can earn so much money if one happens to be involved in that 
business. Megamergers and so forth involve billions of dollars. As I said 
before, this issue relates partly to the question of market concentration, 
corporate concentration within a particular market. That is where there is a 
horizontal merger, a firm acquiring one of its immediate competitors. That 
would be reviewable by the tribunal under federal competition law. If it 
exceeds the threshold limits, they would have to prenotify the government and 
so forth. 


Vertical mergers occur when a company buys either a supplier or a 
seller. I believe vertical mergers would also be reviewable under the federal 
competition law. Conglomerate mergers occur when a company buys something. It 
may not be related to what it is currently doing. It is simply acquiring 
businesses. This would not be subject to federal competition law. It is part 
of the aggregate concentration issues. 


The question of mergers and economic efficiency has been raised. There 
are many different views here. Many people regard mergers and acquisitions as 
useless activities; since they are not new investment, they do not increase 
efficiency. As an economist, I say each case has to be judged on its own 
merits. You cannot make a blanket statement on whether economic efficiency is 
increased. Certainly, multibillion-dollar organizations buying other 
multibillion-dollar organizations leave open the question, at what size would 
they become efficient? 


It is difficult to see that there are clear efficiencies. None the less, 
there may be reasons for these organizations to exist. Alternatively, there 
may be no negative effects, which may be another way of looking at it. You may 
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not be able to find any particular reason for it being allowed or promoted, 
but you may not find any reason it should be stopped either. 


Mr. Foulds: Is there an argument that there can be an increase in 
efficiency the larger the corporation? 


Dr. Purchase: Yes. Many people argue that mergers allow for some 
economies of scale, let us say in production. For example, maybe you can 
rationalize your production plant, although that seems a little less probable 
to me. If you have two plants, you might have to shut down one and allow a 
larger output in another one. That is one way in which a merger may lead to a 
more efficient production, where you shut down plants you do not need and 
allow longer production runs in some other plants. 


You may have economic efficiency which results because management can be 
brought to bear. You can get rid of management in a larger unit or you may be 
able to utilize some assets more fully and more effectively in the context of 
a larger organization. 


Mr. Foulds: Is this argued mainly in manufacturing or is it argued 
in any type of corporation, whether that is service or manufacturing? 


Dr: Purchase: Typically, you see it in manufacturing. I have seen 
the arguments with respect to manufacturing activity and not so much in the 
service sector, but I assume they could apply equally in service sectors. 


Mr. Foulds: I wonder about that because the contrary argument was 
put with regard to large government by the same people. Government is a type 
of service. 


Dr. Purchase: The larger an organization gets, clearly the more 
organizational costs there are to running it. 1 know because I work at one. 
That is true and that has to be taken into account. When you have a huge 
corporate empire, there are organizational costs running that empire because 
there are problems with the flow of information and with the flow of orders. 
All types of things can go wrong, as you know. 


Mr.-Foulds: That happened to Chrysler. It did not know what it was 
doing. That is why it got into trouble. It forgot its main objective was to 
produce cars. It can happen both in the private and public sectors. 


Dr. Purchase: It can happen in both. In most of the these private 
sector companies, a person familiar with working in bureaucracy would never 
notice the difference in moving from a government bureaucracy to a private 
sector company because they are larger. In fact, the largest corporations in 
the world are many times larger than many governments. 


Mr. McFadden: One of the things that strikes me about mergers is 
that when you talk about economic efficiency, there are employment 
consequences with most mergers. I was chatting with a fellow who was involved 
with Petro-Canada right from the start in its legal department. He was 
recounting to me that the success of mergers with Petrofina and BP led to 
quite a major decline in employment in total. Legal departments, all kinds of 
head office people, distributors and service stations were consolidated. 


I suppose you could argue that there is some economic efficiency there 
in the sense that you have eliminated a group of head office people. You have 
reduced the number of service stations and you have done a lot of things of 
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that nature. The downside of that is that the companies which were merged were 
profitable. It was not that they were all losers. They were making money, but 
putting them all together threw thousands--I have seen different figures but 
it was definitely in the thousands--of people out of work who were probably 
productively employed. 


There is some efficiency in that you have probably not lost any sales 
and you have fewer people producing those sales. In that way, you have an 
efficiency. I guess the question mark is in terms of employment and what you 
achieved out of it as a country, because those people before were not 
uselessly employed, as far as I know. If those companies were successful, they 
would not have been acquired and we would not have paid the prices we did for 
them. 


Mr.-Foulds: There is an efficiency for the country as well as an 
efficiency for the corporation or for the economy as a whole. 


The Vice-Chairman: If the company is not widely held, then what is 
the objective, the desirability of having that company more profitable if 
fewer people share in the wealth creation, if you will? It becomes more 
efficient. 


Inter jection. 


The Vice-Chairman: We have different views and we take into account 
all these different theories. 


Dr. Purehase: Of course, the core issue here is that, clearly, there 
is an efficiency, the benefits of which accrue initially to the new owners of 
the corporation. They can earn more money with fewer costs. 


Some economists argue there is also a potential efficiency to the 
economy generally. They assume those resources which were displaced by the 
merger will be re-employed somewhere else so that, in total, they would again 
be in the community, if you wait long enough. 


Mr.:Foulds: It is a temporary dislocation. 


Dr. Purchase: Yes. When they say, yes, there is an economic 
efficiency, they are assuming those resources will be re-employed in some 
other activity and, on net, there may be a gain in efficiency. 


Whether or not you accept that argument, it is not a technical issue in 
a sense. It is how you feel about it. Do you think it is an appropriate thing 
to do? 


The Vice-Chairman: We are going to have to adjourn. There is a 
five-minute bell for private members' business. We are being called on to take 
a vote. Let me say quickly that we thank you for appearing before us and we 
will probably need your services some time in the fall. 


Dr.-Purchase: That would be fine. Is it not necessary for me to come 
back and finish this presentation? We would be happy to do so. This was meant 
as an overview of the things we are looking at and will try to pursue more if 
we can. We will be happy to come back and help you out further in whatever way 
the committee deems necessary. 
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Mr.-McFadden: It is unfortunate we did not get to the last page on 
jurisdiction. 


Dr. Purchase: My understanding is that your staff prepared an 
excellent paper on the question of jurisdiction. 


Mr. Foulds: What we might want to do is think about whether the 
House will be sitting next week. 


Dr. Purchase: I am at your disposal. Whenever you wish me to be 


here, I will be here. 
The Vice-Chairman: We will contact you. 


The committee adjourned at 12:03 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 


STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Thursday, -July 10, -1986 


The committee met at 10:24 a.m. in room 228. 
ORGANIZATION 


Mr; Chairman: There is a quorum. This committee adjourned a week 
ago, apparently with an understanding on the part of some members that Dr. 
Bryne Purchase would be returning this morning to finish his presentation. 
That understanding was not shared by all members of the committee and was 
apparently not shared by Dr. Purchase who understood he was to be contacted if 
we wished him to come back. The clerk and I were only aware of that some time 
after 10 o'clock and it turns out he is not able to come back this morning. 


The only business we can discuss this morning is the business of further 
scheduling this committee. I should inform members that there will be a 
meeting of the steering committee of the select committee on economic affairs 
later this morning. As a result of a meeting of the whips, which is going on 
right now, I understand that committee will be assigned a period of about five 
weeks, starting next week, to finish its report. That will take it to 
mid-August. This committee previously decided that it wished to meet starting 
the second week in September to study corporate concentration and expects it 
will take about five weeks to complete that study leading up to approximately 
the opening of the House. The only other question that we can open for 
discussion is the issue of planning for September. 


Mr.-Haggerty: Are we planning to have witnesses appear before the 
committee? 


Mr. Chairman: Yes, that would be understood. I apologize for my 
absence in the last two weeks. I know that this committee has already set up a 
steering committee which should meet in the near future to discuss that in 
some more detail, having digested some of the information from Dr. Purchase 
and, more particularly, the jurisdictional problems which had not been reached 
in the discussion last week, as I understand it. It may be that there is 
nothing more to say on that issue as well, unless someone has something to say. 


Mr: Haggerty: Is it going to be in the context of the Treasurer's 
(Mr. Nixon) recommendations in his budget report? We are dovetailing it when 
we are looking at corporate concentration and taxes. 


Mr. Chairman: The Treasurer's spring budget referred the issue of 
corporate concentration to this committee with few or no specifics. It would 
seem to be the case that it is up to us to decide how extensively we want to 
be involved. It is something we could ignore, or if we wish, it is something 
we could take three years to deal with. I do not think we have been requested 
by the Legislature to even report back on this issue. 


Mr: Haggerty: Are we looking at the financial institutions when we 
Say corporate interests, or are we looking at northern Ontario, particularly 
the mining sector? That may be the area of concentration we should look at, 
the closing of mines. 
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Mr. Chairman: I guess that is a decision we have to make. 


Mr. Haggerty: I am looking at the possible candidates who will be 
sitting as witnesses, coming before the committee. It is pretty difficult for 
us to arrive at any decision this morning. There may be two or three days in 
August when the committee will take a look at the areas we want to look at. 


Mr.-J:-M.-Johnson: Do you know the names of the people on the 
steering committee? 


Mr: Chairman: Mr. Haggerty, Mr. McFadden and Mr. Foulds. 


Mr:-J. M:-Johnson: Could some of the questions that have been raised 
be resolved by the steering committee? 


Mr. Chairman: They can be, although Mr. Haggerty is raising very 
basic issues right now as to the direction the committee should take. 


Mr. Haggerty: We should still have some direction as to the areas we 
want to look at. We have five weeks for that. I am looking at when the 
Treasurer brings in his economic forecast in the fall. That is the area we 
should be looking at, whether we can dovetail into it. 


Mr. Ashe: Do you feel confident that the committee is going to get 
five weeks? I got the impression in our informal discussion that it may get a 
little or none in the way of time. You are now identifying five weeks for this 
subject. Do you really have a strong indication that the committee is going to 
get approximately five weeks this summer? 


Mr. Chairman: All I know is that my own whip showed me a chart she 
had laid out and I think our party has perhaps the greatest number of problems 
with scheduling people. She showed me a chart which showed this committee 
sitting the second week in September. Bear in mind that is not a complete five 
weeks, because each party wants two days out of that for a caucus meeting. 


Mr. Barlow: Jack is the deputy whip. Have you seen a schedule for 
the summer? 


Mr.-J. M. Johnson: I think the draft is being finalized today, 
likely within an hour or so. 


Mr. Chairman: I noticed a representative of my whip's office was 
sitting in the committee room. She is not here now, but she did not seem to 
show any anguish when I repeated those dates. She just got up and walked out. 


Mr.-Bossy: Mr. Chairman, I show a little anguish because right now I 
feel, from what you have said, that only leaves me two weeks from the time we 
recess, if we do get out of here today or whenever it might be, until we come 
back in the fall. This is just an example of how tight we are plugged in. 
10:30-asm. 

Mr. Chairman: I have approximately the same situation. 


Mr. Ashe: (Inaudible) May 2, 1985, that this was not a 26-week 
holiday in 52? 


Mr. Chairman: Mr. Bossy, I had occasion yesterday to do something 
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that politics is really all about, which is to have a tricycle race down the 
main street of my community with the federal member, who is a Conservative. Of 
course, they have already started their summer break, and he informed me that 
he has exactly one week of committee work between now and October, and he gets 
paid more than we do. 


Mr. Ashe: It is 50 per cent more. 
Mr. Chairman: That is the reality of it. 


Mr. Bossy: I know we are dealing with the reality of a different 
system, because I experienced the other system, and you scheduled your own 
time for the summer. You were not tied to any committees during the summer, 
only those trips that you might like to take. 


Inter jection. 
Mr. Chairman: I do not think we are accomplishing anything unless-- 


Mr. Haggerty: I still want to go back. I am afraid I may have some 
misunderstanding when you say "corporate concentration, I guess it is. I am 
looking at the mandate that is set out by the Treasurer (Mr. Nixon) in this 
area, and I do not find that as part of our review until we can get into that 
economic review that he is willing to put down, unless we can come in and lead 
something into that area. 


What he says here is that, "It is recommended that the standing 
committee on economic and fiscal affairs be asked to consider: Guidelines on 
budget secrecy; the reform the estimates procedures; review of Legislative 
pyoyieten of supply and the use of Management Board orders....'' That is some 
of them. 


The other one is to deal with the prebudget review. 


Mr.°Chairman: That is correct, but the second budget that he 
presented, on April 23, referred the issue of corporate concentration to us. I 
think you are quoting from the October budget. 


Mr. Haggerty: The one from the fall of 1985, that is right. 


Mr.-Chairman: We will get to work on the mandate of the October 
budget next October. We will have regular sitting hours during the course of 
the session. 


Mr. Haggerty: During the course of that, but I thought we could 
perhaps get into something leading into that. We are getting into an area that 
may take longer than two or three weeks. If you start to sit in the middle of 
pees September 15 or beyond, you will not get your five weeks. It is 
Ptricalts 


Mr.-Chairman: I am not sure to what extent the Treasury would be 
amenable or co-operative to our getting involved in that earlier, but it may 
be that if the committee wishes to, it is up to the committee. Is there any 
discussion on that? I think you are suggesting we do that as opposed to even 
looking at corporate concentration. Is that what you are saying? 


Mr.-Haggerty: I am just trying to get something so we will not be 
doing one and then have to jump into the other one and leave the other sitting 
there. I would like to see some consistency in it. 
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Mr. Chairman: I do think there is any problem. We have done that to 
some extent with trade. I do not think there is any problem with corporate 
concentration as an ongoing problem that we are not going to solve. 


Mr. Ashe: Our sermon on the mount will not change very much in that 
regard. 


Mr. Chairman: I think Mr. Haggerty is suggesting we start right in 
to deal with the budgetary issues and basically not deal with corporate 
concentration. 


Mr.-Morin-Strom: How do we do that? I thought submissions for the 
budget did not start to come through until late October or November. 


Mr: Chairman: I do not think we would have a very good opportunity 
to get resources available in the summer either. 


Mr. Bossy: We have had several meetings, but we are still at the 
point of trying to arrive at an agenda that we are trying to set for 
ourselves. We do not seem to be any further ahead now than we were at the 
first meeting I attended. This is the way I feel. We should target and then 
pursue what we target, to try and get the committee off the ground and have 
specific areas that we want to concentrate on, but we do not seem to be able 
to arrive--we are still looking at the budget or whatever, corporate 
concentration. Even in the corporate concentration we have to target a certain 
area. Unless we determine we are going to pursue that area and call witnesses, 
we have to be very sure of our ultimate goal. 


Mr.°Chairman: I did not have the opportunity to hear Dr. Purchase, 
and I have not had an opportunity to review his-- 


Mr.-Bossy: He was very good for general information. 


Mr. Chairman: But in your mind, there is no sense of targeting in 
any event? 


Mr. Ashe: You are talking about trying to narrow the whole heading 
of corporate concentration. I am sure one of those who think if we try to 
cover the whole waterfront, it is too much. You have to try to narrow it down, 
and it seems to me you have one of two areas, or possibly both, and that is 
financial institutions and manufacturing, probably in reverse 
order--manufacturing, which is really the main part of the economy of Ontario 
in totality. 


You can argue the mining sector, the lumber. sector and so on with regard 
to northern Ontario, but if you look at the province in total, we are a 
manufacturing province. That is first. Second, we are the mainland financial 
institution area, albeit we compete with Montreal in that regard. I think it 
has to be one or both of those two areas and not get into the service sector 
and not get specifically into the mining or lumber sector, which are 
important, but are not predominant in the economic picture of Ontario. 


Mr: Chairman: Is there any response from northern Ontario? 
Mr.-Morin-Strom: I think they are important to the economy of 


Ontario. If you add the auto industry and steel industry, you have got the 
majority of Ontario's-- 
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Mr.-Ashe: I consider the auto industry to be a part of 
manufacturing. As far as that goes, you can include steel there if you want, 
albeit it is predominantly a base metal industry. 


Mr. Mackenzie: If you just follow the three strands you have in your 
document, you are going to end up with a fair amount of corporate 
identification in any event, the various industries to deal with. If you have 
to go looking for that, it will become obvious once you take a look at the 
kind of concentration and ownership you have got and what is happening in 
mergers. 


Mr. Haggerty: With a two- or three-week period of time to do 
something in detail, I feel we should stick to one particular area, financial 
institutions or the industrial sector, but we should not be able to take such 
a broad area. If we are going to have witnesses appear before us here, and we 
get into different areas, we will have a state of confusion or no consistency 
in the line of thinking for the committee. 


We can pinpoint either one of those and then go into something in 
another area later on during the winter break or something like that, dealing 
with the mining sector or pulp and paper. If we are dealing with the financial 
institutions, we should tackle that first. There is no doubt that some of 
these other areas will crop up in our discussions, but I think we should 
single out certain areas first to confine it, and then go into the other 
areas, so we do not have such a broad thing and never accomplish anything. 


Mr.-Mackenzie: Only eight or nine families control 300 of the 600 
top stocks in the market. 


Mr. Haggerty: Are you talking about the Bronfman family again or one 
of them? 


Mr: Mackenzie: I am talking about the eight or nine. You will find 
they cut across manufacturing, finance and everything. 


10:40 a.m. 


Mr.-Morin-Strom: It seems to me we should not do the selection as to 
what particular focus we are going to have. I would not like to see our focus 
being just on financial institutions. I would see that as being a particularly 
difficult one to come to grips with, and it is not as relevant to the 
interests of the people in the province in general. 


We should be doing an overview and getting expert opinions on what 
aspects of corporate concentration are causing the greatest concern for 
distortions in the marketplace and get some input first, before we determine 
what aspect we should focus on primarily. In particular, I am concerned about 
whether we should be concentrating on this issue of a limited number of 
families or very large corporations, eight, nine or whatever, controlling such 
a large segment of our whole economy, or whether the issue is particular 
industries that are highly concentrated. 


As Dr. Purchase has pointed out, is it market concentration that is the 
problem, or do you want to look at absolute size and aggregate concentration 
of corporations across many industries, financial services, retailing or 
whatever? I do not think we know at this point what we should be concentrating 
on; we should get some expert opinion on that. 
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Mr. McFadden: I am sorry I was delayed. I was in another committee. 
Mr. Chairman: You have not missed much. 


Mr. McFadden: I was next door finalizing a report that is to go to 
the Legislature today. 


I have two comments based on the gist of the discussions here. It makes 
sense for us to do some focus at least on the financial services sector in 
view of the proposed amendments to the Securities Act. If they go through, 
they are going to have a major effect on the ownership pattern and 
organization of the securities industry in Ontario, which in turn will have a 
major effect: on our ability to finance a lot of things in our economy. 
Therefore, 1 do not think it is in any way a sideshow; it is a very important 
issue. 


For example, if this committee were to take a careful look at the 
financial services sector--not just financial institutions--which would take 
in trust companies, brokerage firms and so on, we could easily spend six 
months or a year doing that. I do not think it is a small area or one that is 
unimportant. In fact, if you were to take a look at the number of jobs created 
in Ontario just in terms of the people working in that sector, you would find 
that is one of the major reasons why parts of Ontario have low levels of 
unemployment, particularly in the Toronto area. 


The other issue is the impact of concentrations of ownership, which we 
discussed last week with Dr. Purchase--is Dr. Purchase here today? 


Mr.-Chairman: No. Apparently there was a misunderstanding, and he is 
unable to be here. 


Mr.-Ashe: He will not be here; he is not available. 
Mr: Chairman: We did not realize that. 


Mr.-MecFadden: The only thing I was going to suggest was that Dr. 
Purchase in his presentation last week made some interesting points about what 
is happening worldwide. For those of you who were not here, we spent a fair 
bit of time on the patterns in other countries. The difficulty we are facing, 
for example, is that while in Canada we may have a fairly sizeable 
concentration of ownership in the pulp and paper industry, let us say, that 
may not be all that relevant in the sense that our companies here are 
competing against foreign manufacturers that are giants. 


It seems to me we would have to go sector by sector and figure out how 
each sector is set up. To take an example, there is a hell of a difference 
between the legal profession, where you have virtually infinite competition 
an variety, everything from one-person firms up to ones with maybe 150 to 

Mr.-Ashe: Is that with or without QCs? 

Mr. MeFadden: With both, actually. 

Mr. Morin-Strom: And without advertising. 


Mr.-McFadden: And without advertising--or any of the professional 
services, which are very competitive and broad, as opposed to the 
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manufacturing or resource sector, say, where we have developed large 
concentrations of ownership. 


My concern is that when we tackle that subject, it is also one that 
could go on for some time. It is significant. It is something that is probably 
worth looking at. There may be an important public policy point to be made in 
there. It may relate to only certain industries where we have an unhealthy 
concentration. The conclusion, on the basis of what Dr. Purchase and others 
said, is that we may need that concentration to develop sufficient resources 
to compete worldwide. Who knows for sure? Obviously, even from Dr. Purchase's 
submissions last week, the ministry itself is not entirely certain as to the 
economic impacts, benefits or liabilities. 


If we are going to get anywhere by the end of October, which I 
understand is the instruction we are about to get from the Legislature, we 
ought to narrow our focus to some extent, otherwise we will wind up having 
very little of importance to say on anything much. Since the Securities Act 
now is before the Legislature, and we know we have jurisdiction in that area 
and we know it is going to have a major effect on that whole industry, it 
makes sense to look at the financial services sector for sure. 


As for looking at overall impacts of concentrations of ownership and 
mergers and acquisitions, I could see spending some time getting expert 
information on what is known worldwide about the effects that has on the 
economy and why it is happening; but to go industry by industry and start 
analysing the auto, steel, pulp and paper and forest product industries and 
everything else, we would be looking at a commission of inquiry that could go 
on for months and years. 


I recommend that we do two things. First of all, we should get an 
overview of the economic impacts of corporate concentration in a general way, 
which Treasury and other economists could provide us with, but we should focus 
in on the financial services sector, an area where we have jurisdiction and 
which is now before the House. 


Mr: Ashe: A question for clarification: The end of October referred 
to by Mr. McFadden, is that before or after the fall election? 


Mr. Haggerty: I agree with David's suggestion. I think that will 
fall within the mandate set out for this committee by the Treasurer (Mr. 
Nixon), because when you get into financial institutions and suggest changes, 
there are going to be tax changes in the legislation that is coming forward. 
There could be a decrease in taxes, or there could be an increase, and there 
could be a loss to the Treasury, or there could not be. But that is an area 
that would be within our mandate to look at. One of the things we should start 
with is that particular area of financial institutions because it is within 
our mandate. 


Mr:-Chairman: From what I am hearing, I am getting the impression 
that there is a general view--I have not heard it from the New Democratic 
Party, but I am hearing it from the other two parties--that financial 
institutions are the major concern and that perhaps-- 


Mr.-Morin-Strom: I disagree with that very strongly. The Treasurer 
did not view the financial institutions as being the major concern. As I 
recall what he had written, his focus was more on conglomerates and on the 
industrial side and the effect on the marketplace rather than on what was 
happening in banks and trust companies. Maybe I have a different impression 
from the others in terms of what the Treasurer was emphasizing. 
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Mr.-MeFadden: I agree with you. I think it would be worth while to 
investigate that. Speaking for myself, that is a valid issue to be looked at, 
and if we could get on with it, fine. My worry is that we are stuck with an 
October 31 deadline. Over the three or four weeks we will have at our 
disposal, I am not sure we are going to be able to do justice to what you have 
just said. What I am trying to come up with is maybe an overview and then zero 
in on at least one industry--we might expand it to two industries--where we 
know we have jurisdiction and where we could make a valid comment on at least 
that industry. 


If we were to take on all these corporate empires and try to analyse 
them all, we would be here next year still working on it. If we could get rid 
of that artificial deadline, it would not matter; but we are supposed to go on 
and deal with the economic outlook in November. I am trying to come up with a 
bite-sized chunk that will enable us to report something meaningful to the 
Legislature by the end of October. 


Mr. Chairman: Incidentally, the bell is apparently for a vote on 
Bill 55 and has no time limit. 


Mr: Haggerty: If you want a motion on that, I move that the first 
item we deal with will be financial institutions and the proposed changes in’ 
legislation. I am sure that is going to develop and lead into other areas of 
corporate concentration. 


Mr.-Chairman: The first item we deal with will be financial 
institutions? 


Mr.-Haggerty: That is correct, and the proposed legislation; we can 
comment on that and go on from there. We have to start some place. 


Mr: McFadden: Would you consider amending that to ''the financial 
SEE Opa 1S ET HS ° ° ° ° ° ° 
services sector ? "Financial institutions" often refers to trust companies. 
"Financial services sector'’ could cast a broader net, and we would catch all 
of them. 
Mr. Haggerty: That is right; we could go into that area. 


Mr.-Chairman: The first item we deal with will be the financial 
services sector as related to what? 


interjection: The Securities Act. 
Mr. McFadden: Or corporate concentration. 


Mr: Chairman: The first item we would deal with will be the 
financial services sector. Do you agree with that, Mr. Haggerty? 


Mr. Haggerty: I feel comfortable with it; it is within the 
guidelines-- 


Mr. Morin-Strom: Excuse me; could we adjourn for the vote? I would 
like to get Jim Foulds, who is on the subcommittee and who got into more of 
the discussions; I would feel more comfortable if he spoke to this rather than 
me. 


Mr. Chairman: That is in order, Mr. Morin-Strom. We will adjourn for 
the vote. We will return after the vote. 


The committee recessed at 10:50 a.m. 
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2: Zi arn 


Mr.-Chairman: Let us get started again. We will deal with how we 
want to delineate this problem. We have Mr. Haggerty's motion to the effect 
that the first item we would deal with concerning corporate concentration 
would be the financial services sector. We have had no debate on it yet. I 
invite Mr. Haggerty to open the debate. 


Mr. Haggerty: 1 was looking at the recommendations or guidelines or 
mandate given to the committee as stated in the 1986 budget. I feel the motion 
put forward falls in line with the mandate that says: ''The legislative 
committee will also be asked to deal with other issues of significance to the 
province and the nation. For example, there is a growing public concern about 
corporate concentration and ownership. In many cases, this concentration is 
being fed by mergers and takeovers.'' Some of the financial insititutions have 
been taken over through corporate concentration. Genstar and Canada Trustco 
are in that group. Legislation is pending from the Minister of Financial 
Institutions (Mr. Kwinter) in this area. I think this is a proper approach for 
us to take. 


Mr: Foulds: I have a couple of questions. I am concerned that we 
might become obsessed with financial institutions over which the province has 
at best split jurisdiction. When we are looking at corporate concentration, I 
also want us to look at some samplings in the manufacturing and the resource 
sectors. That seems to me to be a tall order. 

Mr. Haggerty: I read the paragraph from the budget. 


Mr.-Foulds: I know you did read it. You have been doing it for three 
weeks. I pay tribute to your tenacity. 


Mr. Haggerty: I am sticking to that mandate. 

Mr. Ashe: He got his marching orders and he is going to follow them. 

Mr. Foulds: You are crueler than I am. 

Mr. Haggerty: In the current 1986 budget, the Treasurer (Mr. Nixon) 
said: “I question the merit of these mergers as well as the dangers the 
resulting concentrations pose for our community. I am asking the new 
legislative committee to examine this issue and to bring to the Legislature 
its recommendations for an appropriate Ontario response." 

Mr:-Foulds: I suggest with all respect-- 

Mr: Ashe: Due respect. 


Mr. -Foulds: Due respect, that the mergers are not only in financial 
institutions. 


Mr. Haggerty: That is right. 


Mr:-Foulds: I do not want us to become obsessed with financial 
institutions. I am not sure I am happy with your motion. 


Mr. Haggerty: It is as broad as it is long. It opens the door and 
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eventually these things will feed into the other areas all of us are concerned 
about. 


Mr.-Foulds: We can go on until 1996 the way the select conmittee on 
Hydro affairs did. The government conveniently shut it down when it got a 
majority and we did not come to the crucial item of its relationship to the 
government. I am afraid the same thing is happening here. 


Mr.-Barlow: Can I ask a supplementary? 
Mr: Foulds: I am finished for the time being. 


Mr.-Barlow: I wonder whether this is part of the accord. Perhaps Mr. 
Foulds should not be arguing against it. 


Mr. Foulds: It is not part of the accord. 
Mr. Barlow: It is not; I just wondered, for clarification. 
Mr. Foulds: Even if it were I would-- 


Mr. Ashe: You will also be interested in knowing that the select 
committee on energy did not get any time this summer. Maybe it is in limbo 
again. I understand the government is not enthusiastic about giving it more 
time. 


Mr.-Foulds: Government is always going to be unenthusiastic about it. 
Mr. Chairman: We are getting off the topic. 


Mr. MeFadden: As we said before the committee broke for the division 
bells and before Mr. Foulds had a chance to join us, the difficulty we are 
facing is the tight deadline. If the motion for the House is adopted today, we 
have to report to the Legislature by October 31. Not to have finished our 
hearings or studies; we actually have to finish whatever study we are going to 
do, write a report and get it to the Legislature by October 31. 


We start our work in about the second or third week in September. There 
is no way in the world that any group of people intending to report with any 
credibility can tackle the whole area of corporate concentration and structure 
and everything in a matter of three or four weeks, write a report and get it 
to the Legislature. It makes sense, therefore, to choose an industry over 
which we have at least some jurisdiction and which is now before the House. At 
least we could report our views on that. The financial services sector is one 
of those. | 


One thing we could spend some time doing would be an overview of 
corporate concentration in Canada and abroad and the reasons for it and get an 
economic overview of advantages and disadvantages. It would be impossible for 
us to go much further than that and tackle other industries. It would be 
strictly dreaming. As I mentioned before, we are not going to be able to go 
off and investigate the auto industry, the pulp and paper industry or any 
other industry in any detail concerning why it has done it and what effect it 
has on employment, marketing, exports and everything else. 


This is a massive subject. My feeling is we have to come up with some 
form of a delineation that will allow us to make a meaningful report to the 
Legislature on a matter of current importance by the end of October. It would 


——— 


F-11 


be quite valid for us to say that this is a subject that could be investigated 
by the committee later this year or during the course of next year. I do not 
think it is feasible by the end of October. 


The final thing I will comment on is that the steering committee also 
felt that during November, as part of our look at the overall economic outlook 
for Ontario, we should look at single-industry towns and industries that are 
in trouble and so on and try to see what the province can do to assist the 
communities that are being affected or the industries that are having trouble. 
Perhaps some of the concerns that my friend the member for Port Arthur (Mr. 
Foulds) raised could be dealt with in November and December when we are 
looking at the whole area of economic outlook. 


Mr. Bossy: We do not mention agriculture very often but we know that 
the entire agricultural area is in an extremely serious condition in Ontario. 
There are implications now of financial institutions coming down on properties 
and land, whether the institutions are the banks or our own credit 
corporation. What is it doing to the overall area and what implications may it 
have for vertical integration? This is a serious situation that we must look 
at. We already have thousands of acres in Ontario alone that are not 
cultivated because of the financial situation, the extension of credit and 
receiverships and what the banks are doing with these receiverships, going to 
companies such as Maple Leaf Mills. These are things that should be 
investigated. What is this going to do to the overall economic situation and 
to the agricultural industry? How many more companies are going to integrate 
agriculture vertically from start to finish? That is something we should look 
at. 


Mr.-Chairman: This would be included in Mr. Haggerty's motion by 
implication because financial institutions are involved in farms as much as 
anything else. 


Mr. Bossy: It broadens it. 
508 8sm: 
Mr. Foulds: I do not quite follow-- 


Mr.-Bossy: I want to add something that might clarify it. It is my 
impression from what I have heard throughout the meetings here that we have 
not set out to zero in on anything. We can zero in on an aspect of an industry 
and the financial implications or involvement that it has. Financial 
institutions have a bearing on every business, every corporation and every 
person. That will tie it in. If we zero in on an industry, we will know how 
far that industry branches out and what implications there are, such as how 
many takeovers we do not know about or how many smaller companies have been 
absorbed because of the financial institutions involved, or the pushing of the 
financial institutions into corporate takeovers to protect their own derriéres. 


Mr.-Foulds: As I understand it, if we look at corporate 
concentration in the financial sector, we are not looking at how the financial 
institutions foreclose on farmers and other companies. That does not do 
anything in terms of concentration of the financial institutions. If you want 
to get into a broad economic study of how financial institutions influence 
various sectors of Ontario's economy, then I am with you, but that is another 
matter. Mr. Haggerty's motion, as I umderstand it, is a relatively narrow one, 
i.e. looking at corporate concentration in the financial sector. Basically, 
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that means, does one trust company take over another trust company and who 
owns it? 


Clerk-of -the Committee: The motion read that the first item be the 
financial services sector as related to corporate concentration. 


Mr.-Haggerty: That is following the mandate of the Treasurer. 
Mr.-Foulds: I quit. 


Mr.-Ashe: In earlier discussions when I was talking about it--it has 
been expanded umpteen times since--it was found that it is such a broad issue 
that we can talk about a one-year mandate or a 10-year mandate and still not 
finish. Therefore, we have to narrow it down. 


I indicated earlier that I thought we should do one sector or the other, 
manufacturing or financial institutions, or both, only to narrow it down. On 
that basis and knowing that we do have time--I saw the final schedule. I do 
not know whether you have had a chance to see it; I saw it during the break 
and we have roughly the time frame you are talking about. Presuming there is 
no election, in which event there will not be any time available anyway, in 
practical terms you are talking about only four weeks. You cannot get into a 
great deal of depth. I am not sure that there are not, as you have already 
indicated, Mr. Chairman, two or four days out of that for caucus meetings of 
one, two or perhaps all three of the parties. 


On that basis, I am supportive of the motion but I would leave it to the 
steering committee, working with staff, as to how far it feels it can go into 
the subject with the time frame we have available and whether that includes 
getting into the area of ownership of others because of the operations of a 
financial institution. That is fine, but it all comes down to how much time is 
available and realistically what might be accomplished during that time. It 
has to be relatively narrow. We are forced into it; there is no choice. 


Mr:-Chairman: Regardless of what happens to this motion, I presume 
the committee is going to leave a lot of nuts and bolts on the planning of our 
work in September to regular steering committee meetings throughout the summer. 


Mr.-MeFadden: In adopting the motion, and I assume that is the 

spirit in which the motion was made, in the initial period we may want to have 
Treasury and other people such as economists come back who might be prepared 
to elaborate on the report Dr. Purchase brought us last week with respect to 
economic impacts and corporate concentration in general, without doing a study 
of any particular industry for weeks on end. There are probably some general 
economic conclusions we could have a look at, based on governmerit economists 
or perhaps on two or three private economists who may have a desire to come 
here or with whom we can cammunicate who would come and give us the benefit of 
their experience and research. 


That might be something we might want to do initially and then follow up 
with some hearings and investigation of the financial services sector. If 
other members want to look at manufacturing in general, all we could likely do 
is deal with it in the introductory period. 


Mr. Foulds: We are not all that far apart. Why do we not initiate 
the overview that Mr. McFadden talked about? We can do financial institutions, 
but leave our options open. I would very much like a commitment that if this 
makes it obvious we should look at the manufacturing and resources sectors, we 
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have an understanding that will happen and we do not fool around about it. In 
that spirit, I will be glad to support the motion because it will get us the 
overview and I think it is very important that we get the overview. 


Mr.-Chairman: Your suggestion is that Mr. Haggerty consider amending 
his own motion to indicate that following an overview, the first item we deal 
with-- 


Mr.-Foulds: That would give us the framework to make intelligent 
decisions on-- 


Mr. Barlow: If times permits. 

Mr. Foulds: Let us hold the issue to a year from now. 
Mr. Barlow: I said "if time permits." 

Inter jections. 

Mr. Ashe: When did you say? 

Mr:-Foulds: A year from the fall. 

Mr.-Ashe: You really think the accord means something. 


Mr.-Chairman: The mandate of this Legislature goes to 1990, so we do 
not have anything to worry about. Do you have any problems with it? 


Mr. Haggerty: The key point is to give our staff some direction to 
bring in detailed information in this area. It is going to take time to get it 
before we can sit down and get into a detailed discussion about it. 


Mr.-Chairman: Dr. Purchase has indicated an interest in an ongoing 
involvement in this area. We have also asked the Ministry of the Attorney 
General to give us some information on jurisdiction that will be of an 
overview nature. Perhaps your motion should read, ‘In conjunction with an 
overview on the matter of corporation concentration, we will deal particularly 
with the financial services sector.'' Is that what everyone is saying? ‘'In 
conjunction with" or ''following."' 


Mr.-McFadden: I do not know whether we have to be that specific. We 
are not creating a law here. It struck me that we might first look at an 
economic and legal overview of corporation concentration and its impact on the 
Ontario economy. 


Mr.-Chairman: Which we have basically started already. 

Mr3;-MeFadden: Which we have now begun. We would set the initial 
week. From there we would investigate the financial services sector in 
particular. That could lead us to other things but we would go at least that 
far. 

Mr: Ashe: No doubt it will. 


Mr.-Chairman: Does everyone understand the motion? 
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Clerk of the Committee: In conjunction with an overview of the 
economic and legal impact of corporate concentration-- 


Mr. Ashe: On the Ontario economy. 


Clerk of the Committee: --on the Ontario economy, and if time 
permits, investigate, in particular, the financial services sector. 


1140 sat 


Mr. Chairman: Does everyone understand that? Are you ready for the 
vote? All in favour? Unanimous. 


Mr. Foulds: How will the committee go about deciding whom it calls, 
what specialists, what experts, besides ministry and university people. 


Mr. Chairman: Mr. Bond is racking his brain right now. The steering 
committee, of which you are a member, will have an early meeting with him and 
we can flesh out some ideas at that time. I think we will have a similar 
membership to this committee on the select committee on economic affairs, 
which will be meeting as early as next week if the House rises today. These 
steering committee meetings should not be difficult to organize over the 
course of July and August. 


Mr. Foulds: I will not be around from July 25 to August 18. 


Mr. Chairman: You will not be in Washington with us either on July 


21 to July 24. 

Mr. Foulds: I an not on the other committee. 

Mr. Chairman: That is a good point. Obviously, the steering 
committee meeting should be held next week. We will arrange that it will be 
held. All three members are here. 


Mr. Foulds: I have to be in town on Tuesday in any event and I can 
stay over to Wednesday. 


Mr. Chairman: How is Tuesday? 


Mr. Haggerty: Tuesday is all right with me as long as I know ahead 
of time. 


Mr. Chairman: Fine. In the afternoon? 


Mr. McFadden: We have the select committee meeting. I hope we will 
be discussing that in a minute. } 


Mr. Chairman: Subject to decisions that might be made by the 
steering committee meeting of the select committee, which is scheduled to 
start as soon as this meeting adjourns, let us presume we will have a steering 
committee meeting over the lunch hour next Tuesday. 


Mr. Foulds: I have an appeal before the health services appeal board 
at 11 a.m. I do not know how long it will go; so can we make lunch at 12:30? 


Mr. Chairman: Does everyone agree with 12:30? 
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Mr. Haggerty: That is all right with m, or one o'clock. 
Mr. Foulds: I think they will be sick of me by that time. 


Mr. Chairman: Is there any other business for this committee to 
discuss? I think this has turned out to be a fruitful morning. 


Mr. Haggerty: We made some progress. 


Mr. Chairman: Is there a consensus that if the steering committee 
feels that is of merit, it could go ahead and do it? 


Clerk of the Committee: We do not have any budget for it. David is 
available to you. 


Mr. Chairman: We will have to discuss that next week at the steering 
committee meeting. 


Clerk of the Committee: I forgot the budget. 


Mr. Chairman: You are being handed a budget which deals entirely 
with matters in the period of time before we come back to the House. Mr. 
Morin-Strom mentioned briefly when Hansard was not on the issue of the 
possibility of having consultants, which is not included in the budget. I open 
the meeting for discussion of the budget. Certainly over the long haul, I know 
this committee will obviously have to have some consultants and so on. 


Mr. Haggerty: Is there any possibility that we can get some person 
from Treasury who may work with us here? 


Mr. Chairman: Yes, Treasury is most anxious to be helpful, Dr. 


Purchase, for instance. 
Mr. Haggerty: Do we need a consultant around on a regular basis? 
Mr. Chairman: Yes. 


Mr. Foulds: Probably, but we cannot decide on whom and at what 
expense at this time. 


Mr. Haggerty: We have research staff here and from the Treasury. 


Mr. Morin-Strom: As I recall in the free trade committee, we 
commissioned four studies and went to a broad variety of economists to make 
specialized studies on the subject in which we were interested. I know 
Fernando Traficante played a big part in designing the terms of reference for 
those studies, more so than any of the committee members, but it resulted in a 
variety of perspectives on various aspects of the subject. 


Maybe we should be looking at that to supplement on the hearings we are 
going to have, particularly on the financial institutions case, which I view 
as likely to be quite a complex and probably dry subject. It is going to be of 
some difficulty for members to get a grasp of, and it might be helpful to have 
somebody who has studied that subject in the past to provide us with some 
input. 


Mr. Chairman: Your point is well taken. 1 apologize to the committee 
for not having suggested that this be included in the draft budget. 
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Apparently, there has been some consultation at the head table and it is 
suggested that we should be looking at a round figure of $75,000. Is that 
right, Mr. Traficante? 


Mr. Traficante: That was the approximate amount spent on the last 
four. 


Mr. Chairman: That was for four different studies. 


Mr. Foulds: All we need to do at this time is decide on the figure. 
It does not necessarily have to be spent. 


Mr. Chairman: That is right. It is a global amount. 


Mr. Foulds: We need to have it in order to do the work if we want 
to. Rather than debate the nitty-gritty of what consultants' reports and so on 
we need now, that obviously could be a decision that we make as a result of 
the initial work of the staff. 


Mr. Haggerty: You need to have those handed in today, do you not? 


Mr. Foulds: You have to have it handed in today so that the Board of 
Internal Economy can approve it. 


Mr. Chairman: I will have to go to defend this next Thursday. Mind 
you, we will have the benefit of the steering committee meeting on Tuesday. 


Mr. Haggerty: You will have to have a pair of kneecaps that are 
wooden, because you are going to be on your knees all the time. Did somebody 
suggest a figure of $5,000? 


Clerk of the Committee: It was $/5,000. 


Mr. Chairman: That was based on the fact that four different 
consultants were retained at a total cost of about that for the free trade 
committee. It is up to this committee to decide whether we are really going to 
be looking for four different consultants to prepare something, or something 
perhaps a little more modest. 


Mr. McFadden: The problem we are faced with now is that we really do 
not know what we want anybody to look at. It is possible staff may have 
virtually all the information we may need. On the $75,000 figure, if we look 
at what the select committee spent on consulting, it involved four studies, 
two of which were fairly detailed and the other two were models that were 
developed. 


We are working on a very tight time horizon so that we are probably not 
going to be able to retain a consultant to spend four or five months looking 
at it. It is going to be at the very most probably a month's or six weeks' 
study. Consequently, unless we were to spread this money around, I am not sure 
we poead need as much as $75,000, given the support we could probably get from 
start. 


11:50 a.m. 
I do not know how the Board of Internal Economy is approaching budgets 


today, whether it is being generous or pretty careful. I recommend that we 
pass a general figure which we think might be reasonable and try to defend it 
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as best we can. I do not know that we would need as much as $75,000, given the 
time horizon we have. Maybe $25,000 or $50,000 would be adequate, but staff 
may feel it could take $75,000 to do the research. I do not have a figure 
because I do not know what we are going to be asking anybody to do. 


Mr. Traficante: If I recall, what involved the considerable expense 
last time was the two special studies that were done, which were more 
detailed. The largest portion of those costs were, in the one case conducting 
a fairly extensive survey and in the second case a smaller survey, but 
personal interviews, which involved travel. Some of that might be involved, 
but it is unlikely that both would be required. 


Mr. Foulds: We could justify a figure of somewhere between $40,000 
and $50,000. As I said, we need not use it if, on the initial recommendation 
and result of the overview, we find we need one detailed study and one minor 
study. If we do not have it in the budget before the House reconvenes, and if 
we have to report by the end of October and we do not have something in there, 
we run the danger of doing some pretty superficial work. I would rather not 
waste the month of September doing superficial work. 


Mr. Haggerty: Is there any advantage to be gained from the committee 
in Ottawa that was reviewing a similar program or policy direction that we are 
looking for? I am talking about corporate concentration. There may be some 
background information that would be useful to us. There has probably been 
some consulting work done in that area. 


Mr. Chairman: We are in the process of seeing everything we can from 
Ottawa. The report is on the way and there is other material here this morning 
that we can peruse. 


Mr. Haggerty: There may be some valuable information there that we 
can use. 


Mr. Chairman: The staff will obviously have to look very carefully 
at that before we retain someone to duplicate it. 


Mr. Barlow: To add to what has already been said, I think we should 
have a figure and I would make a motion, if you wish, of $50,000 and it is 
there if we need it. If we do not need it or have not time to utilize a proper 
study, then we will not use it. 


Mr. Chairman: Mr. Barlow moves that we adopt the draft budget that 
we have in front of us with the addendum of $50,000 for outside consultant 
studies, which totals $83,455. 


Is there any debate on that? 

Mr. Haggerty: What was that figure? 

Mr. Chairman: That is adding the $50,000 to the budget you have in 
front of you. The budget has no allowance for travel. There does not seem to 


be any need for it in this matter. 


Mr. Foulds: I was wondering how I was going to get here, but I 
notice that is not in the budget. 


Mr. Chairman: You can travel here. We are not going to go to exotic 
Thunder Bay. All those in favour? 
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Motion agreed to. 

Mr. Chairman: Is there any other business? 

Mr. Morin-Strom: Related to the last budget item, perhaps we might 
ask Mr. Bond to come back next week to the subcommittee with recommendations 
on possible terms of reference on what aspects of the subject we should ask 
for focus on, perhaps in consultation with Mr. Traficante, whon I think has 
done a study on financial institutions previously for the library. He would 
likely have some good input in terms of where we may want to focus. 


Mr. Chairman: Request received. We will expect some information 
later. 


Mr. Foulds: As a result of the steering committee, some of that 
would be going on in any event. 


Mr. Chairman: It is a good idea. Is there any other business? 


The committee adjourned at 11:55 a.m. 
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ONTARIO LEGISLATIVE ASSEMBLY 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 
SEPTEMBER 16, 1986, A.M. SESSION 
The committee met at 10:09 a.m. in committee room 2. 


MR. CHAIRMAN: Let us get started, if we may. We have a 
very fascinating agenda for this Committee over the course of the 
next several weeks. 


As the Committee members will all be aware, we have been 
asked by the Legislature to report on corporate concentration by the 
end of October, and that seems a rather Herculean task. It may be 
that our report might indicate that we will want to continue lookin 
at the subject. But in any event, for the next several weeks we inten 
to look at this Subject as thoroughly as we can. And before we start 
this mCEnING, Franco Carrozza, our Clerk, has some comments to make 
on the agenda. 


THE CLERK: Briefly, to bring you up to date, the new 
agenda is the up-to-date one. There are a few individual Pens that 
could not appear; those number 10. | will give you that a little later. 


There is an extra individual group, the Canadian 
Co-operative Credit Society, who will send in_a brief. There were 
two investment dealers that we invited, Wood Gundy and Burns Fry, 
who were not able to find some arrangements with our time and they 
had to decline appearing. That is their statement; | did not--if you 
wish me to pursue any other individual, please let me know. 


The other individuals, Merrill Lynch, is still discussing. 

They know our dates; they will try to be here if they can. The Ontario 

Labour Congress Is not with us, but they told me fhat their views are 

een similar to the Canadian group, so they will be representing 
em. 


Imasco has told me that their views will be presented by 
the Trust Association. And we are still trying to speak to the Angus 
group, that is Mr. Black. Unfortunately, he is not in the country, and 
we are trying to get some other official to give us some indication if 
they wish to appear. 


This agenda is the up-to-date one. | will try to get the rest 
of the groups as soon as we Can. 


MR. ASHE: Mr. Chairman, | presume then, having brought 
the one we got last week and today's, that we are not hearing from 
United Food and Commercial Workers this afternoon? 


THE CLERK: No, we will not. They have changed their date 
to alater date. They will appear on October the 2nd at 10:30. 


2 F-7 


MR. CHAIRMAN: Do you have a copy of today's version of 
the agenda, Mr. Ashe? | 


THE CLERK: Also, the other change is from Mr. Jackman. 
He has requested that he comes on September the 30th. We had hima 
day or two earlier than that. 


MR. CHAIRMAN: That is because of the conflict with the. . . 
THE CLERK: That Is correct. 

MR. CHAIRMAN: ... Caucus meeting. 

A SPEAKER: And Thursday is off, then? 


MR. CHAIRMAN: That is diepis Thursday of this week, at 
the moment, we have nothing scheduled. 


A SPEAKER: | mean of next week. 
MR. CHAIRMAN: Yes. 


MR. McFADDEN: | think that the area where we have a 
complete gap is among investment dealers, from what | can see here. 
We seem to have some representation from the banking community, 
trust companies. .. 


THE CLERK: And also the insurance. 


MR. McFADDEN: .. .the insurance industry. | take it that is 
going to be in writing, although Trilon does have insurance interests, 
of course, in CrownX. But the area where we--and of course, so does 
the E.L. Financial group also have insurance interests. But we seem to 
be totally missing anybody from the investment dealers. And you are 
ANS | understand it, but they are declining. Is that where we 
are at’ 


THE CLERK: That is right. | also called--part of that group 
was the Investment Dealers Association. They declined to appear. We 
approached--the Chairman suggested we £2 to Wood Gundy and Fry, 
the dealerships themselves. And we had a tentative date for Wood 
Gundy, but something came up and they had to decline appearing. 


Now, | am still speaking to Burns, Fry and they have not 
given me a date as of yet. 


MR. McFADDEN: The remarkable thing in a way is that the 
investment dealers are the people who expedite all of the mergers and 
acquisitions, and they certainly have a major role in the whole area of 
corporate ownership. And if there is any concentration, they are 
certainly major agents in that. 


_ It would seem to me clearly to the benefit of this 
Committee if we could at least talk to them in terms of their 
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Strategies and the directions they see this going in. Now, | do not 
know if it is a question of scheduling or it is a question of reluctance 
to come, but | would certainly think we should try at least to get one 
or two of the merger and acquisition houses to come if we possibly 
can. Their association may not be perhaps that relevant, but certainly 
| think it would be very instructive for this Committee to hear from 
them in terms of their observations on the trend in the marketplace. 


| hope they are not thinking that we are investigating them. 
| do not know if you get the idea that they feel that we are somehow 
investigating them. | think what we are trying to do is get their 
overview of what is going on in the marketplace, and certainly as a 
Committee that would be a major blind spot if we do nof have 
companies with their kind of experience and background available to 
us to give us some advice on what they see the trend in the 
marketplace being. 


MR. CHAIRMAN: Well, we will Soren hore trying. And 
it seems at the moment to be a scheduling problem, Mr. McFadden. We 


have obviously still got gaps in our schedule, and | imagine it can be 
rectified. 


Mr. Ashe. 


MR. ASHE: Yes, Mr. Chairman. | have been looking at the 
schedule, and | see we have got lots of gaps, that is for sure. There 
are seven days only with organizations sheduled to come. And even at 
that, on many days it is Just one so far scheduled. 


Fes) on what Mr. McFadden said, | agree that | think 
some of the work of the Committee would be rather less than 
complete if we do not hear from some of the major financial 
institutions in that sector, that is to Se in the brokerage business, 
because as Mr. McFadden very correctly points out, they are in most 
cases the people who make it happen. And | think they can also be 
very helpful--| do not think we should try to either scare them away 
or entice them on the basis that we are not interested in their own 
industry, because frankly | think that is another one where you have 
fewer and fewer companies Soe OH AG bigger and bigger. But surely, 
art of that has to be the proponents--or the end result of some of 
hese consolidations, amalgamations, call them what you will--that 
ey should be Dying iG sell, if you will, the advantages of their size 
to the marketplace. And you know, if they are not prepared to do that, 
in many cases we may be drawing Improper or incomplete conclusions 
that would be to their detriment overall. 


. MR. CHAIRMAN: Se we cannot come to any 
thorough conclusions without talking to them, and we will. 


Mr. McKenzie. 
MR. McKENZIE: | notice also that we do not have anybody 


down from Credit Union Central. They should be at least involved in 
this operation. But what | am really wondering, Mr. Chairman, is 
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whether we are not playing some kind of a Pollyanna game here. | do 
not know what, in three weeks, with the kind of schedule we have, we 
are really going to come up with in something as important as 
corporate concentration, even if we are just starting with the 
financial community. And | have really serious reservations as to 
what the Sete of the exercise Is, given, you know, the kind of 
schedule that we have got and the kind of timeframe we have got. 


| think the issue is extremely important, but | am not sure 
we are going to be able to do anything in three weeks of hearings and 
one week to write. | am not sure what we would end up writing, 
unless there is a real explosion of information. 


MR. CHAIRMAN: Mr. Carrozza has a reply. 


, _ THE CLERK: Mr. McKenzie, | spoke to Mr. Guss. He is the 
main principal with the Canadian Co-operative Credit Society. What 
originally happened, the letter went to this organization. They 
directed us to the Ontario branch, which we contacted ae and by 
phone. They informed us that they at this time had nothing to tell us, 
a een aeee me to please speak to the Canadian organization, 
whic id. 


| spoke to Mr. Guss three times last week, and he is very 
interested in coming but unfortunately could not have the time to 
appear, and he is going to send us a briefing of his main concerns. But 
eed to accommodate to his time, but unfortunately he could not 
make it. 


MR. CHAIRMAN: All right. 


_ MR. McKENZIE: Well, it is obvious we have got to do 
something to concentrate the issue and give it a little more profile 
than we have done or it is just going to be a wasted exercise. 


MR. CHAIRMAN: Well, as you know, Mr. McKenzie, we have 
squeezed this activity to some extent because _of our desire to do a 
thorough report on trade on behalf of the Select Committee on 
Economic Affairs. The important thing now is to get busy and give it 
some profile. 


Mr. Morin-Strom. 


MR. MORIN-STROM: Given the critical importance of 
banks, particularly the five major Canadian banks, to the whole 
financial system in Canada, | am surprised that we do not have any of 
the banks represented here. | do see there is a Bankers Association 
representative, but | think we should have approached each of the five 
major banks and asked for individual representations. 


_ . ... MR. CHAIRMAN: Of course, banking is not a provincial 
jurisdiction, Mr. Morin-Strom, it is a federal jurisdiction. 


MR. MORIN-STROM: | am not questioning that we should 
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interfere in the jurisdiction of banking, but bankers have such an 
overview of the whole financial system that | think that their 
erspective as major players on what they might view as problems 
acing the sectors that are under provincial control may have been 
very, very valuable to us, and | am sure that they have high expertise 
in this whole area. 


MR. CHAIRMAN: Mr. McFadden. 


MR. McFADDEN: Mr. Chairman, | have some real worries 
about what we are going to manage to get done between now and 
October the 6th. | Know we have a target date for the end of October 
for the filing of our report with the Legislature. 


It seems to me that it is going to be difficult for us to make 
a determination as to what gaps In information we have until after 
we have started hearing from a substantial number of the witnesses. 
Se ece the members of this Committee are all starting from 
different bases of information on this whole topic. The worst thing | 
Suppose we could do Is to write a report that essentially lacks 
information and is prepared in essential ignorance. We could do some 
real damage, it seems to me, to this industry if we start shooting off 
without having done our homework. 


_ . But | think it is probably premature at this stage. We may 
well find that the witnesses we are Ferg will give us the bulk of 
the information we need. | am worried about that, and it may well not 
happen, but perhaps what we could do, Mr. Chairman, is get started on 
the hearings. | know the witnesses are here now, so perhaps we 


should not hold them up while we are debating this issue. 


But maybe what we should do over the next week is see 
where things are going, how much information we have got, how many 
questions are really being raised, and we may find that we are simply 

oing to have to hear from a lot more people before we as a 

ommittee are comfortable with what we are doing. Because the last 
thing, | think, | want to be part of, and | know our party and | am sure 
the other members of the Committee. want to be part of, is a report to 
the Legislature that is inadequate or inaccurate. 


So maybe we could go ahead with the hearings now, but with 
the caveat that we will take another look at this within a week or 10 
days and decide if in fact we can effectively sit down on October the 
6th and do a final report. { think that is the decision we are going to 
have to make relatively shortly. 


MR. CHAIRMAN: Do you have any comments on Mr. 
Morin-Strom's suggestion that we could be approaching individual 
banks or perhaps individual trust companies? 


MR. McFADDEN: Well, | think that we have obviously 
approached a number of individual companies here because CrownX and 
rilon and Brascan are all coming. Now, as | understand it, the choice 
of those companies was that they are in the trust company field and 
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that is an area of clear jurisdiction for the province. The banks 
clearly are a federal matter under the Constitution. 


_| suppose it would be of some value to see the banks, and | 
would think that it would be worth having... 


A SPEAKER: The Canadian Bankers Association... 


MR. McFADDEN: They are coming. No, but] mean individual 
representatives of the banks might be useful. | think the umbrella 
Ota cue ae ty have a different perspective than the 
individual institutions within their organizations. 


The other thing is, | notice the insurance industry is 
singularly light. | hear we are getting a brief from one association, 
but no appearance. Crownx, of course, have insurance interests, and 
Trilon, as | mentioned earlier. But insurance clearly is a provincial 
responsibility and | would wonder if we perhaps could not.go more 
aggressively and talk to the insurance industry and see if individual 
companies would come, because Melk even more than banks, have a 
provincial jurisdiction involved with them. 


MR. CHAIRMAN: Mr. Bond informs me that prior to inviting 
the Canadian Banking Association, individual banks were polled and 
they felt that the Ban we Association would be the best vehicle for 
expressing their views. Perhaps we can reassess that after we hear 
from the Association. 


Yes, Mr. Ashe. 


MR. ASHE: A phils of interest, and nothing to do 
directly, other than, how. is this operating this morning in the context 
of the normal Hansard situation versus the--l see we are getting the 
word-by-word... 


.’ THE CLERK: | do not know the arrangement. It is strange 
ome. 


Me MR. CHAIRMAN: Well, we have Hansard here. The people 
sitting at the press table, | do not know who they are. 


MR. ASHE: Well, | think that is Hansard too. 
THE CLERK: No, that is transcripts. 
_. THE REPORTER: We are the court reporters. We are 
Bewelng the transcripts for the Committee. It is arranged through 
ansard. 
MR. CHAIRMAN: We have two Hansards? 
HANSARD REPRESENTATIVE: Yes. These people are 


providing a backup for us today because we have a lot on our plate and 
we wani to try to get to it as quickly as we can. But we are handling 


MR. CHAIRMAN: Oh, great. Let us get started. 


Mr. Davies, if de could come forward. And | understand you 
have some people that will be sat Sr MLSs ante cde} and Fes you 
could introduce them to the Committee and have a seat right here. 
And with your permission, we will also distribute your presentation 
as you are getting ready to speak. 


Carry on as soon as you are ready to start, sir. 


MR. DAVIES: Mr. Chairman, as you indicated, | have with 
me several of my colleagues from the Ministry of. Financial 
Institutions. If | could take a moment to introduce them, first, on my 
right is Colleen Parrish, who is the Head of our Policy Planning and 
Legal Unit within the Ministry; beside her is Jim Wilbee, who ts the 
Superintendent of Deposit Institutions; and to my left is John Weir, 
who is the Superintendent of Insurance for the Province of Ontario. 


_. Both the superintendents, unfortunately, have other 
obligations that they have to attend to at the noon hour, so they may 
have to leave between II:30 and Il:45 or somewhere thereaboufs, but 
Ms Parrish and myself will be available right through to your 
concluding time. ; 


| believe that this document that has been described as one 
has been circulated now to all members of the Committee, and with 
your indulgence, | would propose to go through it. It provides an 
Overview of the Ministry and its activities, and it focuses in on one 
aspect of concentration of ownership that | think might be of 
relevance to this Committee's deliberations. 


MR. CHAIRMAN: | think it is very satisfactory, in fact 
necessary. Thank you. 


_ MR. DAVIES: In my remarks today, | intend to deal with 
the issue of corporate concentration in regard to financial 
institutions both in general terms, that is, as a matter of public 
policy of concern to all levels of government, and. in a very specific 
way, in particular the immediate focus of one of the principal 


activities of the Ministry of Financial Institutions. 


TO ave some perspective on the Ministry's approach to the 
issue of regulation of financial institutions, | shall begin with a_brief 
overview of the mandate of the Ministry and its organization. Then, 
turning to the matter at hand, | shall review the major issues 
surrounding the question of financial institution ownership, 
summarize the principal conclusions of the more relevant task forces 
and committees that have examined this matter, and then turn to 
examining in some further detail certain features of the Loan and 
Trust Corporations Act, or Bill II6, that is currently before the 
Legislature. 
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Looking first at the mandate of the Ministry, in March of 
this year the government announced the creation of a separate 
Ministry of Financial Institutions to increase Ontario's domestic and 
international competitiveness in the financial services sector and to 
improve protection for the. consumer. Financial institutions are 
operating in a rapidly changing global financial environment, and as 
the activity of these financial institutions becomes. more 
international in scope, they become extremely sensitive to 
international economic forces. | 


In playing their critical role in directing the economy's 
savings towards those sectors investing to support economic growth 
financial institutions must, in this environment, be flexible. and 
innovative in designing the financial instruments that best suit the 
needs of savers and investors. At the same time, we must ensure that 
this adaptability is not at the expense of the Stability of individual 
institutions, the financial Soa in general or the depositors. 
Confidence in the system must be maintained. 


_ The task of the regulator is to ensure that consumer 
protection and related confidence in the system is maintained and 
enhanced, while at the same time helping to ensure that the 
efficiency of capital markets is not impeded. This task is 
complicated by the fact that. regulation of. financial institutions 
involves overlapping jurisdictional boundaries between federal, 
provincial and even international environments, placing a high 
premium on effective communication between governments. 


_Just as an aside, Mr. Chairman, you may recall that back in, | 
believe it was June or July, | appeared before this Committee and 
prounete separate paper that addressed the jurisdictional issues in 

is field. 


_ An additional important consideration is that the holder of 
the liabilities of or DOs ead Institutions Is typically a small 
investor who has neither the resources nor the expertise fo carefully 
assess the risks associated with that liability. These individuals 
could be described more as Savers than investors. 


The Ministry works to balance the desirability of flexibility 
and innovation in support of economic growth and efficiency with the 
need to protect depositors and investors and ensure stabi e in the 
system. The Ministry addresses these matters b Sr eb Ing inanciai 
institutions to capitalize on opportunities afforded by the changes in 
the financial system, ensuring that consumer confidence and trust is 
maintained and honoured in the institutions that comprise that 
system, and centralizing Selec and Poe ee functions as a 
means of being able to continually review all government initiatives 
in this critical sector and to encourage intergovernmental 
consultations. 


ri A general categorization of the initiatives taken by the 
Ministry and its predecessor bodies to ensure that financial 
institutions remain competitive and viable would include, under 
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genera categories, refinement _of procedures and _ policies such as 
ose included in the Loan and Trust Corporations Bill, about which | 
will have more to say later; amendments to the Insurance Act to 
introduce a compensation plan for iene insurers--that is also 
before the House in the form of Bill 108; and the release just 
recently, in late August, of a discussion paper on credit unions and 
Caisses Populaires entitled A Program for Change--Building on the 
Strength of Ontario's Credit Unions and Caisses Populaires, which 
outlines the direction the Ministry plans to_take in addressing the 
deficit ene that currently confronts. Ontario's credit union 
movement. 


The second category of activities is the creation of 
independent committees to review and make recommendations to the 
overnment on all or on specific aspects of financial institutions. 
he most recent dt of these activities are the Dupré Report, 
which was issued in December of last year, and the Ontario Task 
Force on Insurance, known as the Slater Report, which was released in 


May. 


_ Thirdly, the Ministry is active in close monitoring of 
financial institutions and the ever-changing marketplace by the 
different organizations that come under the Ministry's organizational 
structure. And the two superintendents in particular have critical 
roles to play. in that regard. 


Finally, the Ministry is involved in extensive consultation 
with federal arid other provincial governments. An agreement was 
recently reached among ministers in Canada responsible for financial 
institutions to have regular federal-provincial meetings to facilitate 
consultations and the development of co-ordinated policy responses 
to the industry; to enhance information-sharing among jurisdictions 
and the deposit insurers; to work towards creating a database on all 
financial institutions, and a directory of ownership; and finally, to 
ensure consultation when the interests of more than one Pe aHeD 
are involved in the liquidation of a particular financial institution. 


| should note that plans right now are for a 
federal-provincial meeting of ministers responsible for financial 
institutions in the latter portion of October of this year. This would 
be one of their ongoing sets of meetings that | referred to a moment 
ago. 


hucaine to the organizational structure of the new Ministry 
of Financial Institutions, the organizational structure is designed to 
enhance, support and encourage the objectives of competitiveness in 
the financial services sector and consumer protection. At the back of 
this PiSsentatien there is a small organization chart that gives you 
that layout. 


The Financial Institutions Division consists of two main 
areas of responsibility: insurance and deposit institutions. Each of 
these areas is headed by a Superintendent. The office of the 
Superintendent of Insurance--that is Mr. Weir--supervises and 
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fe aWales the business of insurance and pre-paid medical plans. The 
office of the Superintendent of Deposit Institutions, Mr. Wilbee, 
Supervises and regulates the loan and trust companies and the credit 
unions, the Caisses Populaires system. 


The mandate of both offices is to ensure access by the 
public to a sound, ethical and competitive marketplace; to develop and 
maintain policy, laws and regulations for financial stability and 
sound business practices; and to protect the financial commitment by 
these institutions to the public; and to ensure uniform application of 
laws and policies. 


.  The_Ministry is also associated with_two_ commissions. 
First is the Ontario Securities Commission. The Ministry works 
closely with that Commission, which is Sac with promoting 
investor confidence in capital markets and with encouraging the 
formation of capital. | understand from looking at your agenda that 
Stanley Beck, the Chairman of that Commission, ts due to_ appear 
before the Committee later this week. And also, the Pension 
Commission of Ontario, which we work closely with. That unit is 
charged with agi Sten the Pension Benefits Act. This entails 
the registration and regulation of all private-sector pension plans 
covering employees in Ontario. | hasten to add that it covers 
public-sector pension plans as well. 


_,. The Commission provides advice to pension plan 
administrators, the pension inaustry and the general public regarding 
legislative requirements for pension plans. 


Having outlined briefly how the Ministry is structured to 
carry out its mandate, | would now like to look more specifically at 
the issue of ownership. | will start with some general observations 
on the motivations underlying increased concentration, and then 
review more particularly the recommendations of various government 
committees and task forces on how to deal with this matter. 


The economic consequences of increases in corporate 
concentration have been debated for many years in Canada, and in 
fact--and |_am sure that_1 need not remind this Committee of this-- 
there is a Federal Royal Commission on Corporate Concentration, the 
Bryce Commission, whose conclusions were tabled in March of 1978. 


My concern here today is not with the issue of market 
concentration and its implications for market spe el but rather 
with ownership concentration in the financial sector and the 
associated potential for conflicts of interest. In the most general 
terms, the arguments for and against restrictions on ownership 
concentration in the financial sector may be summarized as follows: 
first, turning to the arguments in favour of tau ownership 
restrictions, the Fee Oy has been taken that bDroadly-held 
corporations with. diversified ownership are less likely to engage in 
ae ofS activities than companies dominated by a single 
shareholder. 
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It has also been maintained that broadly-held corporations 
reduce the opportunity for abuses associated with related-party 
transactions, or self-dealing. Broadly-based ownership, it has been 
argued by some, contributes to strong, stable and solvent financial 
institutions. | Closely-held institutions are viewed as more 
vulnerable. If the owner of a closely-held financial institution runs 
into financial difficulties, there is the possibility that depositors 
will make a_run on the institution, Causing it to fail or merge with 
another institution. 


Another argument in favour of ownership controls is that 
lower levels of ownership by a particular group create a sensitive and 
responsible board of directors. Their composition is more likely to be 
from different sectors of the economy, hence providing the 
institution with a window on those sectors. 


Turning to the arguments made. goauiel the concept of 
ownership restrictions, | would cite as the first one: those eee 
ownership restrictions maintain that potential for abuse associate 
with related-party transactions is not demonstrably greater in 
companies dominated bY a ale shareholder than it is where 
eee. ae becomes entrenched and acts effectively as if they were 

e owners. 


Restricted ownership of financial institutions, it has been 
argued, tends to reduce the capital available within the financial 
system. Those opposed to controls also state that ownership 
limitations could weaken the ability of financial institutions to 
compete in the marketplace. This would be of great consequence, 
given the trend towards global competition and the need for 
world-class competitors. 


A fourth argument put forward against controls is that 
conglomerate ownership implies the availability of funds in other 
parts of the conglomerate organization to assist the financial 
Institution Component in times of difficulty. 


These are just a few of the more prominent arguments that 
have been raised on the topic, and indeed, many other pros and cons 
could be enumerated as well. Out of the lengthy debate that has taken 
Hos on this issue, no compelling conclusion emerges on one side or 

he other, | would suggest. _ This lack of consensus is also 
characteristic of the conclusions of the various government 
committees and task forces. | would like to take a moment to 
highlight some of those results of those task forces. 


This issue of ownership has been examined in numerous 
reports discussing various proposals for the regulation of financial 
institutions. Two major concerns that these reports have attempted 
to address have been salt Ge Uae and the development of 
conglomerates, both financial and those involving a mix of the 
financial and non-financial sectors. 


| will commence with a review of the November, 1983 White 
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Paper proposals for revision of the loan and trust corporations 
legislation in this province, and conclude with the May, 1986 report 
of ihe Senate Standing Committee on Banking, Trade and Commerce. 


It should be noted that some of these papers deal with onl 
one of the four pillars in the financial industry, while others cover all 
the pillars to some degree. 


ee first to the Ontario White Paper, it. dealt 
exclusively with loan and trust corporations, though the principles it 
put forward could app to other financial institutions as well. The 
paper concludes that there is no convincing evidence that there is 
undue financial dominance of loan and trust corporations to the public 
disadvantage in Ontario. 


As conflict of interest can exist between management of a 
trust company and the clients of the corporation as well as with the 
shareholders, for an absolute limitation on ownership to be justified 
it must be based on the conviction that there is no other effective 
way to avoid or minimize conflicts of interest. 


_ The paper rejected limitations on absolute ownership, 
preferring the alternative course of requiring approval for significant 
Share transfers and placing a ban on self-dealing. These proposals 
form the basis of Bill 116 that is before the legislature and which | 
will be discussing at some length in a few moments. 


The White Paper was referred to a Standing Committee, in 
this case the Standing Committee on the Administration of Justice, 
and that Committee accepted the White Paper proposals related to 
ownership and share transfers. 


_ A dissenting opinion report was filed 2} two members of the 
Committee, though, expressing the concern that the extent and degree 
of concentration of financial power throughout the financial 
institutions in Ontario and Canada had not been fully addressed. The 
dissenting members stated that this issue was dismissed he both the 
White Paper and the Committee, and despite this they believed the 
government should explore a stall of Wey to break up excessive 
Sage Gah of financial power in the trust industry and prevent its 

use. 


An alternative suggested in their report to control this 
concentration would be to apply arbitrary limits on single 
shareholdings. | 


Turning to the Dupre Report, its final report was issued on 
December, 1985, and while not proposing legislated limitation on 
absolute ownership, it did recommend that a principle of public policy 
should be to encourage the development of widely-held financial 
institutions. It also Supported a ban on self-dealing and urged 
priority be given to putting regulatory provisions against self-dealing 
in place for all financial institutions. 
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The report fe Bice a concern over corporate concentration 
and the control of financial institutions by those involved in 
non-financial sectors of the economy. 


| will now_turn to several federal studies, the first being 
the so-called Green Paper. 


In April, 1985, the federal government issued a discussion 
pa er, The Regulation of Canadian Financial Institutions. I\t was 
ollowed by a technical supplement in June of that year. 


The Green Paper rejected absolute ownership limitations 
and followed the lead of the Ontario proposal of regulatory approval 
of share transfers and mergers. The federal government introduced 
Bill C-103 to amend their Loan and Trust Acts, Bank Acts and the 
Quebec Savings Bank Act to reflect this general approach of 
regulatory approval. 


_ The paper proposed a ban on self-dealing and would regulate 
the activities of conglomerates by requiring the establishment of a 
federally-regulated holding company where any group held 10 per cent 
or more of more than one financial institution. 


The House of Commons Standing Committee on Financial 
Trade and Economic Affairs reviewed this Green Paper, its technica 
supplement and also the Wyman Report on Canada Deposit Insurance, 
and issued its report know by its Chairman's name as the Blenkarn 
Report, in November, 1985. The Blenkarn Committee also issued a 
supplementary report in June of this year. 


That report considered corporate concentration a problem 
and recommended a limit on ownership of a financial institution by 
non-financial organizations of 30 per cent, as well as giving the 
Minister of Finance the power to prohibit a merger. Its concern with 
concentration was also reflected in its proposal of graduated limits 
on absolute ownership for financial institutions. The report 
suggested that domestic ownership limits for all Canadian 
incorporated financial institutions and holding companies controllin 
affiliated financial institutions be established on the basis o 
domestic asset size. And under this sort of sliding formula, it would 
allow single ownership or 100 per cent ownership for organizations 
with under $10 billion in domestic assets, but sliding down to a 
maximum 10 per cent ownership for such organizations with over $40 
billion in domestic assets. 


Pagel on the same discussion papers as the Blenkarn 
Report, the Senate Standing Committee on Banking, Trade and 
Commerce, or the Lowell Murray Report as it is sometimes called, 
ieces the application of the so-called 10 per cent bank rule to 
other financial institutions, but proposed instead that 35 per cent of 
ee Lops shares or shares of its holding company be publicly 
raded. 


The Senate Committee has indicated that it intends to 
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examine the issue of corporate concentration and co-mingling of 
financial and non-financial activities as a separate activity. 


It should be clear from the foregoing that there is no 
scarcity of studies, reviews of studies or recommendations on the 
topic of financial institution ownership. What is not so readily 
available is a consensus on the regulatory initiatives to be taken. 
There are many differing views on how government should handle the 
matter of domestic and foreign ownership of financial institutions. 


With this background of Shedtats concerns and 
recommendations of various committees a ape addressed, | would 
like to narrow the focus of my presentation to those aspects of the 
current piece of legislation being put forward by the Ministry, that is 
the Loan and Trust Corporations Act, Bill 116, which relate to the 
Screens that are often cited in the discussion of concentrated 
ownership. 


Following the White Paper to which | referred earlier_and 
the related report of the Standing Committee, and the Dupré Task 
Force report, Bill 87 was introduced in December of last year. It was 
subsequently withdrawn to permit some minor_revisions and was 
reintroduced as Bill 116 in July of this year. This bill reflects the 
eombeats of the White Paper, the consultation draft and the Dupré 

eport. 


The bill is very broad in its scope, incorporating sections 
that deal with many areas of trust and loan Son Uae operations. In 
my comments today, | want to concentrate just on those aspects of 
the legislation that deal with issues of consumer protection and 
ownership. | will do so b eae on four important issues, 
indicating the manner in which the bill deals with them. 


The first is the maintenance of public confidence in the 
NERY: The proposed legislation works on the assumption that 
when there is a choice to be made between maintenance of public 
confidence in the industry and some other worthy goal, such as 
Sarat competitive capacity in registered corporations or, say, 
eregulation, the conflict must be resolved in favour of the 
maintenance of the overall integrity of the system. 


Although depositors do receive a level of praise under 
the Canadian Deposit Insurance Corporations Act, the system itself 
cannot afford too many failures. It is common knowledge, and 
reported in the media frequently, that. the financial and fiduciary 
business is based on public confidence in the system itself, and one 
failure can trigger many. more problems than just those associated 
with the one specific incident. 


The second principle in the bill is extending the same rules 
to all companies. The present Loan and Trust Corporations Act does 
not provide a method of regulating non-Ontario Companies that are 
Subject to different rules in their home jurisdictions. 
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In order to ensure equal protection for all depositors and a 
relatively equal competitive marketplace for corporations in this 
industry, all Fe operating in Ontario will be required to 
adhere ae essentially the same rules, therefore the so-called "equals 
approach." 


Without this "equals approach," it would be impossible to 
eel tc hteth Ae feascdeh Ontario depositors, in our view. It is worth noting 
that the Standing Committee on the Administration of Justice 
Seo the stance of regulating all companies doing business in 

ntario. 


A third element of Bill 116 relating to the matter at hand is 
the matters of corporate governance, particularly the responsibilities 
of boards of directors. 


In hearings before the e aneIng Committee, to which | 
referred earlier, it was emphasized frequently that management must 
be responsible for the corporation under its control and that civil 
servants should not regulate in a manner that would tend to replace or 
erode the board of directors’ functions and responsibilities. The Act 
focuses on the board of directors as the centre of this corporate 
responsibility. : | 


This responsibility, is intended to stress that corporations 
themselves need to provide protection for the public--that is, 
corporate governance--and that protection of the public is not just a 
responsibility of the regulators and of government. Again, the 
emphasis on managerial responsibility for loan and trust companies 
leads to a focus on the board in order to make them an effective 
balance against possible inappropriate action by the corporations. 


There is a requirement in the legislation that outside 
directors be introduced and that a new standard and duty of care be 
adopted. Directors must exercise "the care, diligence and skill of a 
reasonably prudent director or officer under comparable 
circumstances." Also, when considering the advisability of a 
particular course of action in regard to the best interests of the 
corporation, "...a director or officer shall have due regard to the 
interests of depositors as well as the shareholders of the 
corporation." 


This duty of care is new in Canadian law, although it is 
based on provisions in the United Kingdom Companies Actf.. The 
outside director rule introduced _in the loan and trust legislation is 
similar to the rule in the Ontario Business Corporations Act. 


The definition of an outside director has been narrowed in 
the proposed legislation. For example, it excludes past officers or 
employees--that is, employees that have been employed within the 
past fwo years. It also places limits. on cross-directorships, 
restricting an individual to the directorship of only one registered 
corporation--that is, other than an_affiliated corporation. This 
provision is similar to the rules in the Federal Bank Act. 


16 F-7 


The new legislation calls for one-third of the directors to 
be outside directors and also for independent and separate audit and 
investment committees. 


Fourthlyssiiithes slegisiation yainciudesss strong 
conflict-of-interest rules and controls over self-dealing. The events 
Surrounding the Greymac, Seaway and Crown Trust matters of 1982 
and 1983 highlight the dangers that can arise from self-dealing. As | 
indicated earlier, this issue was subsequently examined thoroughly by 
various committees and task forces. 


7 One measure that has been proposed by various spokesmen to 
eliminate. self-dealing and to obviate temptation § in 
conflict-of-interest situations is the so-called 10 per cent bank rule, 
which limits the ownership of Schedule A banks to less than 10 per 
cent by any one party. It is interesting to note that the bank rule 
itself was introduced not specifically to deal with conflict 
of interest. as such, but rather because of concerns over the 
selene of economic power and foreign ownership of Canadian 

anks. 


_, This option, the idea of the 10 per cent bank rule, was given 
explicit consideration in the White Paper, but it was concluded that it 
would not have precluded the need for strong measures to deal with 
self-dealing and conflicts of interest. This is the conclusion reached 
He the Standing Committee on the Administration of Justice in its 
1984 report as well. 


The reality is that some qEeuP controls a corporation, 
whatever its ownership level, so that conflict-of-interest regulation 
IS GP SP ay in any case. Moreover, ownership limitations involve 

uestions of practicability, given the current size and ownership of 
the trust and loan industry. It could also act as a serious impediment 
to growth for smaller companies which do not have access to a broad 
capital base. 


As | mentioned, it was decided to adopt strict 
conflict-of-interest and self-dealing rules and emphasize further the 
PesnOnS ERY of boards of directors and the public disclosure of 
information. 


_The is a strict prohibition in the proposed legislation on 
transactions between those persons who mney have the ability to 
direct the corporation towards actions of beneiit to themselves and 
the loan and trust corporation. This will be particularly in force in 
real estate, an area identified as a major concern. 


: Control over conflict of interest will also be maintained by 
having restrictions on G1OmS CIRC GUOLS i Bes segregation of the 
sensitive commercial lending area from other activities, restrictions 
on investments In any one company or groups of companies, and the 
extension of special rules to the voting of corporation or affiliated 
shares held in estates, trust or agency accounts. 
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__ The proposed legislation recognizes the need to provide for 
a transition period for some of these provisions and, in some limited 
cases, to provide for permanent exemptions or grandfathering. 


This legislation is much needed and will answer the need for 
a stronger OU ay force in order to protect the public, while at the 
same time enhancing competition, upon which our economy Is built. 


Mr. Chairman, | have attempted to provide the Committee 
with a general overview of. the issue of ownership of financial 
institutions. | have also outlined in greater detail how this Ministry 
has addressed this issue, Se our mandate. | shall be pleased, and 
my colleagues as well, to ihe extent of our ability, would be pleased 
to respond to questions the Committee members may have. 


_ MR. CHAIRMAN: Thank you very much. That is an excellent 
overview of the Ministry and the bill and a lot of problems, and | am 
sure there are a lot of questions. 


Mr. Ashe has a question. 
MR. ASHE: Thank you, Mr. Chairman. 


Really, just two lines of questions. One you may not think is 
relevant, but | do, and the second obviously is relevant. One, Mr. 
Davies--and one may run into the other, so | will put them both out at 
once, if you will, and you can answer them yourself or pass on any 
part that you wish. 


Two els came to mind when you were going through your 
DipSeiaten. and I guess the first one is febiak obvious to everyone: 
hat this Committee is trying to reinvent the wheel. | mean, you 
know, there have been so many commissions, inquiries, task forces, et 
cetera, which you identified and touched upon, that--are we just 
trying to recreate the wheel? 


_ secondly, a follow-up of that, of course, is where, in your 
view, in your Ministry's view, do you see this Committee possibly 
being helpful? Can you give us any direction that_we do not already 
have indicated in our agenda to date, let us say? | think if we are 
going to reinvent the wheel, let us try to make it even a little better 
wheel. 


And | suppose the other thing | would like you to comment 
on: can you tell me--and | appreciate this is difficult--can you tell 
me what you feel that the new Ministry of Financial Institutions has 
done, will do or can. do that makes it any different than previously 
tied in with the Ministry of Consumer and Commercial Relations, 
Orne ly than creating a new opportunity for an excellent Deputy 

inister ‘ 


MR. DAVIES: Perhaps, Mr. Ashe, | will address your latter 
point first; not your ultimate point, but your penultimate point. 
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_ Part of the rationale for creating a separate Ministry of 
Financial Institutions was to provide a more consolidated focus on 
what is a very important segment of the economy of the province. The 
Ministry of Consumer and Commercial Relations, under which many of 
the financial institutions’ activities used to occur, has an extremely 
broad mandate, as | am sure, as a member of this legislature for quite 
a few years, you would be aware. And quite frankly, | think it is fair 
to say that the attention and focus that could be provided within such 
a broad ministry to this critical sphere of financial institutions is 
probably limited. 


The importance of financial institutions’ activities is 
important at two levels: first of all, in its own right, a very 
significant generator of employment and. economic activity 
particularly in this city; but secondly, the efficiency of the capital 
markets and of financial institutions is critical to the health of the 
overall economy, and it is for that reason that the government decided 
to give it more prominent focus and attention. 


_ In terms of what it means in terms of more effective 
operation--| mean, one could argue, | suppose, that that could be done 
under the rubric of its existing structure, but in addition to the point 
that | made (eee, the span of control that was lodged in the one 
Ministry before and the difficulty of focusing, there is also a lack of a 
Structure that attempted to integrate more fully the activities of the 
two commissions that are associated with this Ministry: namely, the 
Pension Commission of Ontario andthe Ontario Securities 
Commission; and also to provide a focal point to liaise with other 
jurisdictions, federal level, which have all moved towards having 
separate focused financial institutions units. 


_ | made reference earlier in my presentation to the fact that 
there is another upcoming ministers-of-financial-institutions 
Her In many cases now across this Sot there is a separate 
dedicated minister and ministry or department focusing on financial 
institutions. We did not have such a unit. 


The arguments... 


_ .... MR. ASHE: Do we have the numbers for that in terms of the 
jurisdictions across Canada? The number that have a separate 
ministry and a separate minister? 


MR. DAVIES: | could undertake to get that information for 
you. | do not have that at the ready. 


The rationale for a separate focal point was elaborated on in 
Chapter 3 of the Dupré Report as well, where the Dupré Committee 
argued for some consolidation and centralization of these activities. 


| do not know if | fully addressed your query, and | will 
undertake to get you that information on the structures in other 
jurisdictions. 
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_ In terms of your first observation as to whether or not this 
Committee is a ESHIGAS into well-trodden Ory the only 
observation that | would be so presumptuous as to make is that the 
reference, as | understand it, to the Committee is on corporate 
concentration in general, not restricted strictly to financial 
institutions, and that, | would BUNS is a very large sphere and 
scope. And | should imagine that there are areas of endeavour and 
activity that have not been fully researched in that broad area. 


___ MR. ASHE: Are you in a position to give us any guidance in 
that field? Because it was the Committee that chose, for the exact 
reason you have identified--that it is such a broad sector, a broad 
field--that we should narrow it.down and look at a particular sector, 
which we chose as the financial community, if you will. And that is 
why we are where we are now. But can you give us any advice or 
direction or suggestions as to how we can make this opportunity, 
then, possibly helpful? 


MR. DAVIES: Well, | Shee l--looking at from the 

perspective of the Deputy Minister of Financial Institutions, it is sort 

of difficult for me to cast myself in that role. | would presume that 

your staff of your Committee has given guidance on this as well. | 

ane tg it difficult to propose a scope or range of your activity, 
r. Ashe. 


MR. ASHE: Well, let me leave it open then, Mr. Chairman. 
Do we agree that we wil! leave it with the Ministry, and obviously the 
Deputy Minister, that if, during our deliberations, there is any area 
that--or suggestion that the Ministry feels would be helpful to this 
Committee and ultimately the Legislature, and are Sy the 
Ministry, that Nisa feel free to come forth, and make those 
Suggestions to us, ihat they do not have to confine their remarks to 
today's opening morning? | 


_ MR. CHAIRMAN: | think that is fair, Mr. Ashe. Your 
question really beaged we, as legislators, asking where we should be 
led. But | think it is eae fair that if they have any interests or 
concerns or ores els that they want to give us in the course of our 
deliberations, Mr. Davies, please feel free to let us know. 


Do you have any other supplementary questions? 
MR. ASHE: No. | will pass for now, Mr. Chairman. 


MR. CHAIRMAN: Okay. Mr. Foulds, Mr. Ferraro and then Mr. 
McFadden. 


MR. FOULDS: Just a couple of ee questions, and please 
forgive me_because | am a novice in this area. What is your 
authority? That is, how are you established other than the statement 
of the Premier? Do you have--you do not have legislation. . . 


MR. DAVIES: As a ministry? 
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MR. FOULDS: Yes. 


MR. DAVIES: | should seek the guidance of someone 
learned in the law on this. We do not have a separate ministry statute 
at the present time. 


MR. FOULDS: Right. 
MS PARRISH: We are established under Order-in-Council. 


‘ MR. FOULDS: Could we have that Order-in-Council provided 
or us‘ 


MR. DAVIES: Certainly. 


MR. FOULDS: And are you planning to bring forward 
legislation establishing yourself? 


MR. DAVIES: That is a matter that is under discussion 
with the Minister. | suspect that it would be appropriate and 
desirable to have statutory authority. 


“UMRwEOULDS: Basically, as you are presently 
sl eLeae Mine ele as | understand it, you were in fact a branch of the 
ormer... 


MR. DAVIES: A division, they are called. 


_ MR. FOULDS: A division of the former ministry. And you 
have just consolidated those functions into a separate ministry to 
give it the focus that you talked about this morning. 


: MR. DAVIES: That is. correct, with some minor 
adjustments, that there were activities in some of the other 
divisions of--well, a good example would be mortgage brokers were 
not in the old financial institutions division, but are in the process 
of being moved to the Ministry of Financial Institutions. 


MR. FOULDS: Right. Okay. 


Could you elaborate a bit--because you mentioned in your 
resentation this morning that there is overlapping jurisdiction 
between, obviously, Ontario's jurisdiction in this area and the federal 
jurisdiction. Could you give us a brief primer on what the key points 
of either conflict or conciliation have to be? 


MR. DAVIES: Perhaps | could address the question of 
conflict and conciliation while one of my colleagues pulls out a ia 
of the presentation that | made to this Committee a number of months 
AUD now, which outlined, at the request of the Committee, the 
relevant jurisdictional responsibilities. | do not know how many 
ME et hi have got with us right now, but | will leave them 
wi e clerk. 
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In terms of conflicts or problems, one of the things that the 
two superintendents in particular are charged with is working with 
their colleagues in other jurisdictions to look towards 
complementarity in our activities. | would let them speak to any 
particular issues, but | would suggest to you, Mr. Foulds, that the 
working relationships have been reasonably positive over ihe years 
and there has been.a great effort in the last several years, and 
certainly in my short time in the US | know | have been spendin 
an awful lot of time on this, to look for ways of making sure tha 
where there are areas of overlapping jurisdiction we are not, quite 
frankly, tripping over one another and working at cross-purposes. | do 
not know if either of my colleagues, the superintendents, wish to 
elaborate on that. 


MR. WILBEE: Well, | could perhaps--not add to that, 
because what you have said is what | would pet There is an awful lot 
of consultation, and | am speaking primarily of the insurance side. 


Inasmuch as all deposit-taking institutions in Ontario other 
than banks are either registered or directly regulated by 
Ontario--and a number of them, in addition to being registed by 
Ontario, are regulated primarily by the federal government or in some 
cases by other provincial governments--there is quite a bit of 
pyar aps However, that does not translate into tripping over each 
other because, essentially, Ontario only has an active regulatory 
examination role for Ontario-incorporated Companies, and relies on 
neperts of other regulators to ensure that the companies are 
relatively safe for their depositors to deal with. 


_MR. FOULDS: How many are there, Ontario-regulated 
companies who are incorporated? 


MR. WILBEE: | believe the number is 27 for Ontario, and 
there are roughly 100 in total, loan and trust companies operating in 
Ontario. 

MR. FOULDS: Okay. 


_| wonder if | could ask one more question then, Mr. Chairman, 
and thatis... 


MR. CHAIRMAN: A SPEC cam erty yes. What was that 
figure, 27? Twenty-seven deposi institutions ? 


__. MR. WILBEE: Twenty-seven loan and trust companies under 
Ontario incorporation and directly regulated by my office. 


MR. CHAIRMAN: Thank you. 
Mr. Foulds. 


MR. STEPHENSON: And one hundred Canadian--or 
international. . . 
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MR. DAVIES: That includes the 27. 

MR. STEPHENSON: ... including the 27. 

MR. FOULDS: One hundred operating in the province? 
MR. WILBEE: That is correct. 


MR. FOULDS: The other is on the question of ownership. 
You went through a fair briefing in terms of arguments for 
restriction, arguments against restriction. Bill 116 comes down on a 
regulatory side as opposed to a limitation side? 


MR. WILBEE: That is correct. 

MR. FOULDS: Okay, that is all for now. 

MR. CHAIRMAN: Mr. Ferraro, Mr. McFadden and Mr. Barlow. 
MR. FERRARO: Thank you, Mr. Chairman. 


_ | want to go back to that 127 designation for a minute. | am 
not quite clear yet. If you are federally chartered as a deposit-taking 
institution, does that preclude you up to this point from having to be 
chartered in Ontario? 


. MR. WILBEE: | guess | have not been totally clear in my 
earlier remarks. What I--] said there are approximately 100 loan and 
trust companies cone business in Ontario. All of them are registered 
with my office, have to be, in order to do business in Ontario. Of that 
number, 27 are incorporated under Ontario law, and therefore directly 
examined by people on my staff on an annual basis. 


The remaining approximately 75 are companies that are 
incorporated under federal jurisdiction for the most part, but there is 
a small number of companies that are incorporated under the laws of 
other provinces, for example Quebec, British Columbia, and they in 
turn are regulated by regulators _in those provinces. But all of them 
are registered to do business in Ontario. 


There are indeed more loan and trust companies in Canada 
than 100 operating in other provinces, totally not operating in 
Ontario, and | am not referring to them. | am only referring to those 
that are authorized to do business in Ontario. 


MR. FERRARO: Well, let me ask, then, the distinction 
between registered in Ontario and being chartered in Ontario. What 
does that mean to the financial institution? 

MR. WILBEE: They are all registered in Ontario... 


MR. FERRARO: What does that mean? 
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MR. WILBEE: It means that they appear on our registry and 
they are authorized to do business in Ontario, which is a privilege 
which can be removed, for reason. The ones that are incorporated 
in Ontario are subject to our ieowerely regime of examinations, 
annual examination by a professional staff under my direction. 


MR. FERRARO: It begs a question, Mr. Wilbee, though. Why 
would you--! am sensing that in order to be chartered in Ontario, you 
have to go through the hoops that we have established, essentially, 
which are quite extensive. | know, for example, trying to set up a 
trust company is not_as easy any more, and that it is very easy If you 
are from Alberta or B.C. or have a federal charter--although it is not 
necessarily that easy to get a federal charter--to come in and 
essentially do the same thing that somebody who was chartered in 
Ontario had to sweat blood over. 


_ MR. WILBEE: Well, you are touching on a very key issue of 
the Bill 116, the Loan and Trust Act, which introduces what we refer 
to as the “equals approach," which essentially requires any trust 
company registered or loan Saal re gts te Lee in Ontario to be 
almost totally in compliance with the Ontario regulations. In other 
words, if their own province has a more lax or easier regime, they 
will still have to comply with our legislation here. 


. MR. FERRARO: | was leading up to that question exactly, 
on the equals approach, where | noticed you qualified it by saying 
"essentially the same rules." What is the difference? 


MR. WILBEE: Well, one rule that we would waive is that 
they would not have to be incorporated in Ontario. It sounds obvious, 
but | qualified it because there are a few corporate structure rules 
that are unique to Ontario or at least are favoured by Ontario, but 
they are not essential to... 


MR. FERRARO: Why would you not make them become 
incorporated in Ontario? | mean, what the hell, if the 27 institutions 
paying taxes here and employing people have to play by those rules, 
why would not the others? 


MR. WILBEE: | guess the bureaucrat's answer to that is, 
because it is not required by SAI A sei And | guess the 
broader answer would be that it woula be a matter of what 
reciprocity Ontario would want to have with other jurisdictions. 


_lf Ontario did not wish anybody but Ontario-incorporated 
companies to do business here, presumably other provinces would 
have similar restrictions against Ontario companies. And | suppose 
that is why Ontario has not gone that route. 


_ MR. FERRARO: The 27 companies that are chartered in 
Ontario, do they not show any consternation at being treated 
‘differently ? 


MR. WILBEE: No, | do not believe they do. | am not aware 


24 F-7 
of it, in any event. 
MR. FERRARO: Okay. 


Mr. Wilbee or Mr. Davies, essentially what Bill 116 is ReIDe 
is eal a different approach than Pope ee for example, that 1 
per cent ownership of trust companies be the law. 


Justify it for me, if you can. When you look at the 
concentration--and | am not taking the position either way of playing 
devil's advocate at this junction--when you look at_the size of some 
of the trust companies, and it is a known fact that Canada Trust now 
is the third- or fourth-largest financial institution in the countr 
asset-wise, larger than some of our chartered banks, it brings bac 
the same argument: why the hell do we have this stipulation for 
banks, and you have a trust company that is larger than some banks 
and yetthere is no... 


MR. DAVIES: Well, perhaps | can address that in terms 
of--the jurisdiction of the province ooviously is over trust Company 
matters, not over bank matters. The approach taken in Bill 116 and 
the focal point and the focus of Bill 116 is to ensure the solvency and 
the soundness and depositor protection of people doing business with 
trust companies. It is our view that we are achieving that. critical 
objective by the controls on self-dealing and conflicts of interest 
that are built in, and that there is not a need or it is not appropriate 
to tackle that by way of ownership, nor is there a need to supplement 
by way of ownership restrictions. 


MR. FERRARO: Just as an aside, does any other province 
have that 10 per cent restriction on trust companies? | am assuming 
they have regulations... 


MR. DAVIES: Not to my knowledge, but | will deferto... 


MR. FERRARO: Okay. On that, responsibilities of board of 
directors, corporate governance is a thrust of Bill 116, and _| really 
get a chuckle out of some of the motherhood statements in there 
about how a director should operate. And essentially, it is 
ee But one particular point that | want to discuss is 
on page 19. 


MS STEPHENSON: If you want to call it parenthood, call it 
parenthood. 


MR. FERRARO: Parenthood, yes, very good. 


MR. FOULDS: In this day and age you might call it ice 
cream and apple pie. 


MR. FERRARO: Ob, all right, whatever. They're all the 
same. 


Having said all of that, one of the restrictions is that a 
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director can only be a director, essentially, of a financial institution 
in one registered corporation. Is that one of the suggestions--other 
than an affiliated corporation? Is that... 


MR. WILBEE: Well, Colleen, can you answer that? 


MS PARRISH: Well, what the rule would say is that you 
can only be a director of one loan and trust corporation. However, 
there is an exemption because many trust companies own mortgage 
corporations and many mortgage corporations own trust companies... . 


MR. FERRARO: Yes, yes. 


_ MS PARRISH: ... so in that case we are saying you could 
be a director of both; otherwise you can only be a director of one. 


MR. FERRARO: Okay, can you be--it's not referring in 
essence to a large--let us use Trilon Investments. It does not 
precluded one individual from. being on the board of directors, for 
example, of Royal Trust and being on the board of directors of London 
Life Insurance’ 


MS PARRISH:~ They could be a director on both 
institutions, but they could not be an outside director; they would 
have to be an inside director. 


MR. FERRARO: Okay, and the difference is what? 


; MS PARRISH: Well, you have to have one-third outside 
directors, SO you only have so many inside director positions. So it is 


really just a question of the size of the board and... 
MR. FERRARO: The question is where you fit this person in. 


ba MS PARRISH: .. . and the number of inside or outside 
positions you are and the number of persons you wish to have as 
Inside directors. 


MR. CHAIRMAN: | am just wondering--| do not want to 
interfere, Mr. Ferraro, but could you explain the difference between an 
inside and an outside director?’ We heard some of it in the opening 
statement, but it's still not clear. 


Page 19, all right, the definition of an outside director. 


-MS PARRISH: The actual definition of being an outside 
director is sort of a negative definition; it is found in section 89, sub 
ili, Of the Loan and Trust Corporations Act. And in essence it says 
that you are not eligible to be an outside director--one-third of 
direcfors have to be outsiders. You cannot be an outsider if you own 
more than IO per cent of the voting shares of the Corporation or any of 
its affiliates. And when | use the word "corporation," | mean the loan 
or the trust corporation. 
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You cannot be an outside director if you are an officer or an 
employee of the corporation or any of its affiliates, or if you nave 
been an officer or an Us Ks of the corporation or any of its 
affiliates within two years of the date that you wish to be a director. 


You cannot be an outside director if you are a spouse ora 
child of lu of the individuals we nave just described, i.e., the 10 Ber 
cent shareholders, the officers, the employers, the employees of the 
affillates or the corporation. 


And you cannot be an outside director if you are a relative of 
any of those other individuals or a relative of the spouse of any of 
those individuals, but only if the relative lives in the same house as 
yeu or your spouse. This is a situation where if your mother-in-law 
ives with you, she cannot be an outside director on your loan or trust 
corporations. 


So that is the technical definition of when you are an 
outside and when you are not an outside director. 


_ MR. FERRARO: Seen oF are talking numbers, is there a 
regulation as to how big the board of directors can be? 


MS PARRISH: They must be at least five and they must be 
at least one-third outside directors. 


MR. FERRARO: Witha maximum? 
MS PARRISH: There is no maximum size to the board. 


MR. FERRARO: So the one-third really is a nebulous thing, 
from the standpoint if you wanted somebody on, you could just 
increase the size of your board of directors. 


MS PARRISH: If you were prepared to--if you wanted to 
have a large number of insiders, you could increase Voor board if you 
Meier ISCRIeY to carry the expense and other problems associated 
wi at. 


a MR. FERRARO: Okay. One final question and then | will be 
quiet. 


The protection that depositors, consumers, have now has 
recently been increased as a result of events to $60,000, essentially, 
and that applies both for a mortgage corporation investment and a 
loan and trust company investment. Is that right? 


In other words, if | go to a trust company and put. $60,000 
in a mortgage corporation and $60,000 in GICs, | have got $120,000. 
Is that correct? 


MR. WILBEE: If you--each institution has a separate limit. 
In other words, one individual can have a $60,000 insured deposit in 
any number of institutions, but if it is within one institution and it is 
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over $60,000, that portion over $60,000 would not be covered. 


MR. FERRARO: Even if it is a mortgage corporation note as 
opposed to a trust company note? 


_ MR. WILBEE: When you say "mortgage corporation," | am 
not quite sure what you are referring to. 


MR. FERRARO: Well, let me refer to my old Alma Mater, 
Royal Trust, as indicated by legal counsel. If you had a mortgage 
corporation and you had a trust... 


_MR. WILBEE: Where the mortgage corporation is a loan 
corporation, under our Act... 


MS PARRISH: They are separate companies. 
MR. FERRARO: So if | had $120,000... 

MR. WILBEE: They are separate corporations. 
MS PARRISH: Separate companies. 


__ MR. FERRARO: Okay. A very general question. How much 
of a disaster can the consumers of Ontario under today's legislation, 
as it exists, suffer? Could we afford it if a large trust company had a 
run on it, without government intervention? 


MR. DAVIES: | make two observations on that, is that the 
insuring body for all of these companies is the Canadian Deposit 
Insurance Corporation, which is a federal entity. | would suggest to 
you that the answer to your question is that no, we certainly could 
not afford it, because as | made reference in my opening comments, 
the issue, | would suggest, is not strictly the tnitial impact on that 
one particular entity. You know, the Canadian Deposit Insurance 
Corporation might have enough money in the kitty to pay off that. 


MR. FERRARO: How much do they have... 


MR. DAVIES: They are in deficit right now, to my 
understanding. 


MR. FERRARO: They are in deficit? 
MR. DAVIES: Yes. But they have access... 


MR. FERRARO: And nobody's got any faith in savings 
bonds under the present leadership, so... ep , 
MR. DAVIES: The larger concern--and this is something | 
suspect that Justice Estey's report, which is due out soon, will have 
some comments on--the larger concern, though, would be the impact 
on the confidence of the system as a whole. 


MR. FERRARO: Thank you. 
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MR. WILBEE: | would just make a comment about CDIC, so 
that it does not--the deficit does not go completely the wrong. way. 
The one asset CDIC has which is not on its balance sheet is, it has 
virtually unlimited claim on the Consolidated Revenue Fund of the 
Government of Canada to deal with any--the other side is, of course, 
the provision is that CDIC then collects from its member institutions 
lo reR Ayal money. So there is quite a bit of strength there to deal 
wi at. 


But obviously, if the disaster were large enough, as you are 
Spe culatoe: there may not be anyone left to pay those fees info CDIC 
and then there would be a real problem. But that is--the fact that it 
is in deficit should not be taken as a weakness. In fact, it was never 
intended to have an actuarial investment. It was never intended to. It 
is merely there to make a draw on the member institutions to pay 
losses that do develop. 


sic MR. FERRARO: My wife has the same philosophy about 
deficits. It does not bother her. 


MR. CHAIRMAN: Mr. McFadden. 


MR. McFADDEN: Mr. Chairman, | note_on the top of page 17 
the observation that the legislation proposed, Bill 116 on Loan and 
Trust Corporations, will use as its main SUIGIEg principle the 
maintenance of public confidence in the integrity of the system. | 
cannot help but reflect that that, has been, of course, the Canadian 
approach in general to financial institutions since Confederation. 


Certainly, when you look at the banking system and opt 
toward security for the depositor, larger institutions, the 
maintenance of public confidence in the system, rather than getting a 
lot of competition going as the Americans have tended toward--and | 
know that over the years there has been a lot of criticism of the 
Canadian banking system, and to a lesser extent of trust companies, 
but certainly the banking system, because there has not been enough 
competition--!| just found it interesting that we are maintaining that 
particular approach, which on balance is probably serving the country 
well since Confederation. 


| note that the question of ownership has. been addressed, 
and the stance taken by the Ministry in the. pleRerauon of the Act was 
to use regulation and directors’ responsibilities as a way to regulate 
the system. And | note as well in your brief you mention the trauma 
which was created by Greymac, Seaway and the Crown Trust 
collapses. | can recall after those particular collapses that the 
banking industry shed many crocodile tears about the trust industry 
and what an awtul thing this was and how they should not play by the 
same rules as the banks. 


| noticed that the banks did not really pursue that much 
after CCB and the Northland Bank collapsed, with their 10 per cent 
rule requirements. In fact, it would appear that their self-dealing 
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and their standards were certainly... 
MS STEPHENSON: Equally reprehensible. 


_ .. MR. McFADDEN: .. .equally reprehensible, and would be an 
indication from that that in fact 10 per cent ownership rules... 


MR. FOULDS: | am expecting the phrase "smash capitalism" 
to issue from your lips! 


MR. McFADDEN: No, no, no. | cannot help but reflect on the 
fact that ownership per se is not the quiding light in terms of 
managing to iron out problems in the financial sector. 


| take it that the business of ownership restrictions and 
this 10 per cent requirement is felt not to really resolve the kinds of 
problems we have had; that the integrity of the system can best be 
maintained by tightening up rules of self-dealing, by putting real 
responsibility on the directors, and that some kind of an ownership 
restriction does not really deal with the question of integrity of the 
system. Would that be your general overview? 


MR. DAVIES: That is correct. 


MR. McFADDEN: | have a question then about the directors. 
Under the proposed legislation, it is suggested that one-third of the 
directors be outside directors. | am curious as to why one-third has 
been chosen. Why not 50 per cent or 75 per cent or 25 per cent? Does 
the one-third have some magic, or was it just chosen to give a 
reasonable number of outside directors presence on the board? 


_ MR. WILBEE: | know we deliberated when we were 
preparing our recommendations to the government and to the Minister 
on that point. | guess the one-third happens to fall nicely between 0 
and 50 per cent, and it was felt that if an owner is going to have a 
controlling interest in the shares of a corporation, that owner is 
probably going to control the board. And there was just no way we 
were going to have a board that would not be somehow controlled by 
the owner. And the real issue is to bring in a counterbalance and 
bring in a segment of that board that would not totally have their 
futures and careers and prospects bound up in the personal ambitions 
of that owner, and that woula have a sel responsibility, beyond what 
the owners might dictate, to look toward the good of the depositor. 


In other words, where a situation may arise where an 
investment by that company of depositors’ money may benefit the 
owner of the company but may jeopardize the security of the 
depositors, there would at least be a voice there that would be able to 
recognize that and protest. 


10. It could have been, | suppose, 25 per cent, but if we have a 
minimum of five directors, 30 per cent ensures that two of the five 
would be outside. We thought one in five would be too few, three in 
five would not be tolerated or would probably be a sham, so that 30 
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per cent seemed to come out. 
MR. McFADDEN: | have got to admit, on reflecting on the 


objectives that we are trying to, achieve for the outside directors, 
that | would have had an inclination toward 50 per cent in the sense 
that the outside directors, anyway, would be appointed by the 
shareholder or shareholders, depending on who it happened to be, so 
they would not be completely peor off the street. They would know 
who was around and what was happening in the company. 


_ It just seemed to me that, in terms of public confidence and 
the feeling that there is a major independent force working in the 
highest decision-making body in the company, at least froma legal 
point of view, that a 50 per cent participation by outside directors 
would seem to be advantageous. 


, | would expect that in reality, in most companies the 
outside directors are not in there to create a lot of trouble. What you 
are looking for is somebody of integrity who Is going to go in there, 
ask penetrating questions, ensure that both the depositor and the 
shareholders’ interests are being looked after. 


My query would be whether that. would not be better 
achieved if there was a balance between the inside and the outside, 
because the two-thirds/one-third situation really leaves the outside 
directors in very much of an advisory role. Obviously, they can raise 
questions, they can resign, they can go public, they can create an 
alarm in the financial industry, but in reality they do not really have a 
lot of authority within the company, and | woul ee raise a question 
about it. | am not suggesting we amend the Act right now, but | am 
just raising the question of whether 50 per cent would not more 
nearly achieve the objective that you stated in terms of the role of 
outside directors to protect the depositors and the shareholders. 


_ MR. WILBEE: | could have mentioned, and probably should 
nave in my earlier remarks a couple of things that may address that 
point. 


_ In the Act, for example, it requires there be an audit 
committee of directors to sit with the auditor and review all audit 
reports. That committee requires vine RY of outside directors on 
it, which is a very strong countervailing thing to that. 


Additionally, the appointment of all directors is subject to 
the approval of the Superintendent, who is myself, which is more of a 
negative thing to try to keep people out who are notoriously not 
possessed of integrity, | guess would be a way to put it. 


A SPEAKER: How do you determine that? 
MR. WILBEE: It is very difficult--well, the notorious ones 


are not difficult to detect. But these are two things intended to 
strengthen that provision without insisting on a majority. 
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; The resignations of directors also must be reported to my 
office so that we Nave an opportunity to contact those directors and 
find out why they resigned. 


MR. McFADDEN: _ It is interesting. So when a company 
sends a list to you, X, Y and Z, they have to, as | understanid it, include 
a brief resume as to who these people are. Do you tend to basically 
only look at their financial integrity or their reputation, or are you 
also looking at their skills in the financial services area in some way, 
or their business background? 


me MR. WILBEE: We would not try to Judge on their skill. Is 
Stele! 


MS PARRISH: The actual sort of gs that are judged are 
enumerated as being fit both as to character and as to competence to 
be a director of a corporation. 


MR. McFADDEN: So character and competence. Competence 
would be pretty broad and obviously would fall within your 
jurisdiction and discretion. Do you often recommend that companies 
withdraw names? Is that a common occurrence with... 


_ MR. WILBEE: We are talking about future legislation, so it 
is not in practice at this point. 


F MR. McFADDEN: And you are not involved in that in any 
way‘ 


MR. WILBEE: Not at this time, no. It would be difficult to 
tell how much of that would take place. 


MR. FERRARO: Can | ask a supplementary question? 
MR. CHAIRMAN: Sure. | 
MR. FERRARO: Thank you. 


_ ... A supplementary on that is that--you have not really had any 
jurisdiction in that area. If the legislation addresses an examination 
of the present composition of the board of directors, it begs the 
question--| mean, ie can understand that some guy who just got out 
of 20 years for embezzlement, you do not want him necessarily on the 
board of directors. You could have somebody who has been on the 
Soa Se eres for 10 years all of a sudden become somewhat of a 
lability too. 


MR. WILBEE: Well, indirectly it does, because directors 
are elected annually, so that... 


MR. FERRARO: You have to approve the whole board, then? 


MR. WILBEE: Yes. In the first year, at some point the 
entire board of all the companies will have to come forward. 
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MR. FERRARO: Thank you. 

MR. CHAIRMAN: Mr. Barlow. 

MR. McFADDEN: | just had one final question. 
MR. CHAIRMAN: Sorry. 


MR. McFADDEN: With regard to legislation across Canada, 
it would seem to me that the effectiveness of what we are doing and 
the ability to enforce it--and also in order to ensure that Ontario is 
not disadvantaged--there is some real need to harmonize legislation 
across Canada, and certainly between the federal and provincial 
legislation at the very least, presumably to try to bring everybody in 
under more or less the same approach. How is that proceeding ahead? 
Is there good co-operation developing or do you feel it is going to be 
very difficult to develop a consensus nationwide on this kind of 
approach, if this becomes the type of harmonization the country 
thinks is advisable? 


MR. DAVIES: In a general sense, as | mentioned earlier, | 
think the level of co-operation is high and therefore--| am inherently 
an optimist anyway, but | think there is good opportunities to ensure 
that legislation in the various jurisdictions is not counterproductive. 
As to whether or not they would all have Srery the same wording 
and the exact clauses, | would doubt that that would come to pass. 


The superintendents of deposit institutions, | believe, Jim, 
do meet separately, and at the deputy and ministerial levels there are 
new ra in place a series of ongoing meetings to achieve that very 
objective. 


| MR. McFADDEN: You are optimistic then that eventually we 
will have good harmonization across the country, then. Thank you. 


MR. CHAIRMAN: Mr. Barlow, Mr. Callahan, Mr. McKenzie and 
Dr. Henderson. 


Mr. Barlow. 


MR. BARLOW: Just one brief question with regard to Bill 
116, Mr. Davies. The bill has been introduced; it was introduced back 
in July, | believe... 


MR. DAVIES: First reading, that is correct. 


MR. BARLOW: For the first reading only. Where do you see 
the process happening? Do you think It will go out for public 
consultation again, or ao you feel that input has already been there, 
has already been put into it? 


MR. DAVIES: Well, | am sure its future will be at the 
pleasure of the House, but it has been--gone through an exposure draft 
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in substantially the same form as it is now. | would have presumed 
that it would go to second reading and probably be referred to a 
committee of the Legislature for clause-by-clause review. 


MR. CHAIRMAN: You are not preparing another draft? 


dratt MR. DAVIES: We are not proposing to prepare another 
raft. 


MR. CHAIRMAN: The rest of that question, we answer, | 
guess, Mr. Barlow. 


_ _. MR. BARLOW: | realize that, but there has been input from 
the institutions themselves. They have been involved in many of 
these other studies and bills and so forth, and | just wondered 
whe enyey could foresee it as going to, you know, wide consultation 
again with the industry. 


MR. DAVIES: My own perspective on that is that the 
industry has had quite a few opportunities to make their views 
Known, and the continuing opportunities, | suspect, would arise with 
clause-by-clause... 


MR. BARLOW: Right. Okay. 
Has it been accepted fairly well by the industry? 


MR. DAVIES: That is a difficult question for me to answer, 
it terms of the sort of feedback that | get. One hears more good news 
than bad news, or one chooses to hear good news rather than bad 
news. 


MR. BARLOW: Okay. Thank you. 
MR. CHAIRMAN: Mr. Callahan. 


MR. CALLAHAN: | have two questions. The first one is, 

Aer were talking about the protection for the public in terms of the 
anadian Deposit Insurance Company being limited to $60,000 for any 
One institution. Is there presently ae in the trust company 
legislation, or is there something in Bill 116, which would require a 
trust company that amalgates or merges or whatever with another 
trust company to notify the depositors, who perhaps have had their 
money--and | am thinking, to take an example, | guess, Victoria and 
Grey and National Trust. | had a little bit of money in there at one 
time and | suddenly discovered that almost overnight they were no 
longer Victoria and Grey; they were Victoria and Grey/National Trust. 


Now, | am taking the example that if | were--to put it on its 
nighes! level, if | were a pensioner who had $60,000 in there and 
$60,000 in the other one to protect myself in the event there was a 
collapse, and they merged, or. whatever Ley did, in fact without 
notification | have now got $120,000 in a single institution and | am 
only protected for $60,000. Is there any requirement under either the 
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previous act or will there be under Section 116 that the depositor 
would be made aware of that, specifically aware of that, that their 
SG is limited to $60,000 and if they want to get their money 
out, they had better get it out fast? 


MR. DAVIES: We--just looking at the statute... 


MR. WILBEE: There is not a specific reference, but there is 

a heteltes provision enabling the Se eA would be myself 

in this case--to require a company to make any disclosure that my 

office would feel would be beneficial or necessary for public 

rotection. And | guess | woulc certainly say that a situation such as 
hat would come under that view, in my opinion. 


But as to a specific requirement for that particular 
circumstance, no. 


. MR. CALLAHAN: Well, why is the onus not put on the 
financial institution? As | say, | uo} no notification at all until | 
went in to the trust SORA the next day and it had changed. | think 
that is a very real danger fhat--quite apart from--my colleague says 
| do not read the newspapers, but quite apart from that is the concern 
that | would have that a person who had perhaps organized their 
activities to Agboh ctr themselves under the. insurability that is 
PO eee cod easily find themselves in a position, and granied, it is 
ypothetical, but if it did happen that suddenly ny ind that the 
trust company goes bust, ne igure that they have gof protection and 
they find that they have only got protection for $60,000. ! would 
think that there should be a requirement of the trust company to 
ele all depositors, if that is feasible, that in fact this is the 
Situation. 


MR. WILBEE: | would quite agree with that, that they 
should be required. | would point out that under the current Act that 
we are now operating, there is no requirement of that type and 
certainly there is no enabling provision to allow my office to make 
that kind of instruction. Of Course, the merger you described took 
place under the old Act. 


It would oa ltaia be a standing policy in my shop that in an 
amalgamation situation that all depositors would be made aware of 
that and be made aware of the deposit insurance aspects of it. The 
reason, | guess, we have not dealt with that particular situation is 
that we anticipate there could be other factors in a merger that might 
also be of interest to the public or the depositors, and we would not 
want to restrict our ability to make those requirements to any one 
particular feature of the merger. 


But | would certainly say it will be our policy to require 
ine} at any merger under the new bili, under the new Act once it is 
aw. 


MR. CALLAHAN: Yes, but if you put it as a matter of policy 
of your Ministry and for some reason it falls between the cracks, that 
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is not a very good answer to the person who has lost $60,000, and it 
resounds back on you as the Ministry. If it is made a requirement of 
the Act, it then becomes part of the procedure for a merger or an 
amalgamation and puts the onus squarely where | think the onus 
should be, on the merging or amalgamating trust company. 


MR. FERRARO: Could | have a supplementary? Because | 
think it is an excellent point. 


Essentially two scenarios: one is if | have it in a bank 
account, it is tells in which case obviously you would have to give 
notification. ut the other scenario is if | have $60,000 in a 
five-year debenture with Canada Trust and $60,000 in a five-year 
debenture with Canada Permanent Trust, and they are amalgamated, 
you are not telling me that | do not have $120,000 insurance once they 
amalgamate. 


; MR. WILBEE: | think any--! would like to get back to 
confirm this, but my understanding is that any contract entered into 
before the merger would continue to have the deposit insurance. 


MR. FERRARO: Otherwise, | should be able to get out of my 
debenture if | so wish. 


MR. WILBEE: BONE And | think it would only--as you 
Say, an ongoing savings account would be there. But any contracted 
term deposit of that nature... 


MR. FERRARO: That has to be the case of... 


MR. WILBEE: ... the insurance would be in place from the 
day it was contracted. And it is only renewals that may.come up 
where you may not be aware that the amalgamation had taken place, 
which is rather unlikely, but euteeaae is likely eriongn that we 
would want to have it covered by an advisory to all depositors. 


MR. FERRARO: Would you get back to us on that’? 
MR. WILBEE: Yes, | will. 
MR. FERRARO: Thank you. 


__ MR. CALLAHAN: | have a second question, which probably 
is outside of this somewhat. You have indicated at page 7 that you 
wish to ensure a competitive marketplace, and you go on to Say hat 
under the Ontario Securities Commission, the Ministry works closely 
pall Commission with a view to encouraging the formation of 
capital. 


_ Now, one of the HN els that has always been a burr in my 
saddle is--and | thought it might have been addressed--and this is not 
a political statement, believe me--it would have been addressed by 
the large majority that the present federal government has, was to 
take banks out of the competition for equity capital. | mean, 
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Canadians traditionally are savers, and when you have got the banks 
and trust companies competing for the money at very high interest 
rates, you certainly do not encourage people or give them the impetus 
to put that money into equity capital. 


_ $01 gather that that would be a matter of PORCY. Obviously, 
there is nothing you could do pguay the Act in that respect. But has 
that ever been discussed in any of the federal papers on banking or 
even in papers that have been discussed through the province? 


MR. DAVIES: If | am following your question correctly, if 
it is a matter of chee an environment to encourage equity 
participation on the part of citizens of this country, that has been a 
matter that has been quite at the centre of lots of discussions of 
taxation policy, through various studies and reports on tax policy. It 
is generally conceded that that is the instrument most effective in 
allele PES for or against debt investment versus equity 
investment. 


MR. CALLAHAN: Because it seems to me that perhaps the 

success the United States has had in terms of its entrepreneurial 
rowth has been because they do not let their banks and whatever else 
ey call them--I guess MS Af them trust companies--pay a return 
on just a simple deposit, which Is very safe, vis-a-vis taking a run in 
the market or creating risk. | 


The other thing that bothers me too is that banks--I do not 
want to libel them or slander them, but they tend to be very 
risk-conscious, so that the first time something looks a little dicey 
in the portfolio or in the business of an individual, perhaps who has 
been carrying on a very successful business with them over the years, 
they call the loans and put the person into difficulty. And that 
certainly, to me, is not Menten positive competitiveness in 
this country. What it is doing is if is creating a monopoly for trust 
companies and banks to thrive on the typical Canadian tradition of 
trying to find the least risk-worthy place to put their money, and 
think it works Counterproductive to... 


MR. FERRARO: So does the government; the government 
savings bonds... 


at. MR. CALLAHAN: Well, | am sure that that is perhaps of a 
similar vein, but it just troubles me that we continue to perpetuate 
that net, and as a result of it, people who require equity capital are 
forced to go to these institutions and meet all of the demands of 
those institutions with all of the frailties, perhaps, of their inward 
conservativeness. Perhaps that is the reason we do not grow the way 
the United States does. 


| just make that as a comment because it has always been 
one that bothered me, that you can get--if you can get 10 per cent on 
putting it into a GIC, why would anybody ever invest money in a 
risky--or a business proposition where they have no assurance. of 
receiving that type of return? That is all | have to say. | do not think 
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that is a question; | think it is more a statement that has always 
bothered me as to--certainly | think it is something that should be 
looked at in this province, perhaps in this country, is that if we are 
going to get moving, instead of always ety nS on government to come 
up with the money to start or to buftress up a business, the 
competition should really be there. And | do not think it is there. 


The other thing too is, if | might... 
MR. CHAIRMAN: Is this a question? 


MR. CALLAHAN: Yes. Just out of that, is there any 
involvement through your Ministry in terms of perhaps the interest 
rates, or is that an internal management thing, as to the interest 
rates they will provide on RRSPs or GICs? Is that a management 


thing’ 


MR. DAVIES: In terms of the setting of the rates being 
offered by deposit-taking institutions? 


MR. CALLAHAN: Yes. 


MR. DAVIES: We do not have a role to play directly in the 
setting of rates, no. 


MR. CALLAHAN: Do you have a role on the other side of the 
coin, of eliminating them from doing the same thing--and | am really 
seine) far afield now, Mr. Chairman--of what the gas companies do, 
where they all charge the same price and aly take away any market 
activity where you can go shopping and find fhe best rate? Is there 
any ee by--or should there be any input by government in that 
respect‘ 


MS STEPHENSON: Are you talking about gasoline? 
MR. CALLAHAN: Gasoline, gasoline. 


MR. DAVIES: | would hazard to guess that the capital 
markets and the increasing internationalization of capital markets 
has made interest rates and other returns so competitive that the 
market really is competitive on interest-rate setting. To the extent 
that there was interference with that, | am not an expert in this 
field, but there may be some generic consumer protection legislation 
euaas ue financial institutions area that could be brought to bear 
on the matter. 


_ But it has been my--in my exposure to the financial services 
area, interest rates are extremely competitive, and an eighth of a 
point makes a big difference. 


MR. CALLAHAN: Well, | found that interesting because | 
went to one bank for a person with reference to a mortgage, and they 
were looking for a very small mortgage and_they had great equity in 
the house, and | said to the bank manager, "Shouldn't the rate be less, 
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charge this amount. The guy across the street,. . ." whicn is a 
different bank, ". . .charges the same rate." So there really is no 
competition. 


It is a--| would not want.to say that they join together to 
set the rates, but certainly there is very little flexibility in terms of 


competition. 
Thank you very much. 
MR. CHAIRMAN: Mr. McKenzie. 


_ MR. McKENZIE: On top of page 17, you make the point that 
the legislation works on the assumption that when there is a choice 
between the maintenance of eels confidence in the industry and 
some other worthy. goal, such as greater competitive capacity in 
registered corporations or, say, deregulation, the conflict must be 
resolved in favour of the maintenance of the integrity of the system. 
To what extent is deregulation a thrust or a pressure or a threat? 


MR. DAVIES: In the trust companies area? | would defer 
to my Se Mes who actually have worked through this Act and sat 
in on those White Paper hearings and so on. But | would suspect that 
the industry would say that the proposed legislation is as much a 
piece of regulatory statute limit as the existing Act. And in fact, 
some critics of the bill say it over-regulates. 


MR. McKENZIE: So there would be a thrust towards 
deregulation still within the industry, then. 


MS PARRISH: | think probably the best ey to 
characterize it Is Herel "reregulation," to use another jargon ferm. 
ae what is really happening Is that the focus of regulation is 
changing. 


' The current Act regulates very much on a list of safe 
investments: you cannot invest-in shares unless they have earned a 
record of X over four years out of five. And ey have a lot of very, 
very detailed investment rules because at one time it was felt that 
the best way to make sure that trust companies and loan corporations 
did not get into trouble was fo have very restrictive lists that said 
yeu can do this on Tuesdays, you cannot do this on Fridays--all 
ocused on investments. 


Now, things have changed since 1948, and as a result, | think 
that there is a sense that the focus of regulation should be first on 
the regulatory controls. That is, the regulator should have a series of 
controls to deal with the problems as they develop, instead of having 
you know, sort of regulatory powers which are on the one side sort 0 
nudging and winking, and on the other side an atomic bomb. 


So the sense was that there should be a more--a system of 
regulatory powers which responds to the problems. If the company is 
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having a problem with X, then let us deal with the problem X. 


The other thing the Act does is that it deals with things like 
self-dealing, conflict of interest, corporate governance. Those issues 
were not as pertinent at one time. 


_On the other side, on the investment area, it gives the trust 
companies more latitude. It does not, for instance, fell them that 
they can only invest in secured shares that have an earnings record of 
X or Y. It Says to them, you have a responsibility to be a prudent 
investor, you may invest within certain limits, certain quantitative 
limits, and so on. It gives them more investment latitude within 
certain parameters. 


On the other hand, it focuses in on self-dealing, corporate 
governance and so on. So what is really happening Is, the focus of 
regulation is switching from one area to another. So | think 
"reregulation” is a description of what is happening in terms of the 
regulatory approach. 


The regulators are no longer going to regulate those things 
which no eaneles need to be ees ated in the way they have been 
regulated in the past, and are focusing on those things which are 
perceived to be of concern to the public interest. 


on MR. McKENZIE: It is more an updating of the regulations; 
it is not a deregulation. 


A SPEAKER: A modernization. 


MS PARRISH: Yes, modernization is a good word too, 
because there are a lot of very old-fashioned elements. This is a very 
old bill, the current legislation. 


MR. CHAIRMAN: Mr. Foulds. 


MR. FOULDS: | have got a couple of questions | would like 
to put to you. One is, how many Ioan or trust companies have failed? 


MR. WILBEE: Nationally or in Ontario? 
MR. FOULDS: Both. 


MR. WILBEE: | believe the number nationally--and | am 
going on memory--! believe it is somewhere in the area of 20 in that 
Ime period. In Ontario, Ontario companies, there have been the 
famous three: Greymac, Crown Trust and Seaway. 


MR. FOULDS: That is not since 1980. 


MR. WILBEE: Well, that is not since !1980. pele that, 

there have been two--I am sorry, one small loan company, the London - 
Loan Company. There was anofher loan Soa known as Term@uard, 
which virtually had a zero net worth and it was being--it was under 
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our administration for a period of a year until it was purchased by a 
strong company known as Counsel Trust. 


So that the Ontario scene has not been too cloudy since the 
major collapse of the two trust companies. But there have been a 
number of loan and trust companies nationally that have gone under, 
the more famous ones being Pioneer Trust. 


There have been quite a few western trust companies that 
do not operate--had not operated in Ontario that have also gone under 
because of the troubles there. 


_ MR. FOULDS: Do you have a feeling for the number of 
operations in Ontario? 


MR. WILBEE: You mean who failed operating in Ontario? 


_ MR. FOULDS: Who were operating in Ontario and have 
failed since 1980. 


MR. WILBEE: | am trying to think beyond Pioneer Trust. | 
am not sure--Western Capital Trust, | think had some functions here. 


MR. FOULDS: So there would be about seven or eight? 
MR. WILBEE: Maximum, yes. 


MR. FOULDS: Okay. And that includes Crown, Greymac and 
Seaway ? 


MR. WILBEE: Yes, yes. 


MR. FOULDS: Has the Ministry oen any thought, because 
of those failures and the national scene, fo raising the standards of 
entry into the trust company business? 


_ _MR. WILBEE: Well, | think you would find that Bill 116 
does indeed raise the standards consi plea in a number of ways; 
not only the corporate governance that we talked about, but initial 
capital requirements have been raised considerably. For a loan 
company, you have to have $5 million capital as opposed to--was it 
$100,000 or $500,000 before--$500,000 now, and trust eampany: $10 
million, A company allowed to do commercial lending would require 
$15 million, which are quite considerable increases in terms of the 
Cushion you have to have for depositors. 


MR. FOULDS: Trust company was $1 million. 

MR. WILBEE: Trust company was $1 million, right. 

And the other aspect which we have also touched on today is 
the equals approach, which imposes on companies coming in from 


outside Ontario the same standards, in all material respects, as are 
required for native Ontario companies. So yes, these things have been 
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considered. 
MR. FOULDS: Can! go to another area... 


MR. CALLAHAN: Before you go, could | just ask something 
on that? 


MR. FOULDS: Sure. 


MR. CALLAHAN: It was indicated that one of these 
companies was taken over--looked after, | guess, by your department. 
In an instance like that, if the Canadian Deposit Insurance Company 
has paid the depositors and someone comes along, as in this case, and 
buys the company, are ne required to pay back the Canadian Deposit 
Insurance Company or do they buy it... 


MR. WILBEE: The sequence of events you describe is not 
correct. The company had not been paid out by CDIC.. The company 
was in trouble--its capital had been depleted by a series of financial 
bad years, and it was in trouble to the point that our office insisted 
on a certain composition of board of directors and a certain 
management team to be in place, reporting, in effect, to us. And their 
instructions were simply to keep things on a holding pattern, not to 
do anything dramatic. 


And it may come as a Surprise--it did to me, because | 
recently joined when | learned of this--that there was no clamour 
among the depositors to get their money back. They felt quite secure. 
_ Even though there were actually some that had in excess of $60,000 
they did not feel any anxiety to get out, although a number. did, and 
there was a quiet rundown of the deposits and a quiet sell-off of the 
investments to finance that. : 

And this took place over a period of a year, which | guess 
was longer than we had envisaged when we started the thing. But 
there was no reason to do ae. It was benefitted by a period of 
falling interest rates, and the company was quite comfortably 
coasting and there were a number of exis Ing large trust companies 
that had expressed an interest in it, and there were negotiations 
apace. 


CDIC was certainly well involved in it, but they had not been 
required to contribute any money at that point. In fact, if the 
company had had to be dissolved, it is unlikely we would have even 
had to put any money into it because there seemed io be enough in the 
way of assets to keep it going. 


_ But | use that as an example, and certainly it is a form of 
regulation that | hope to encourage, not the wait-until-the-last- 
minute and then lock the doors, but to be involved very early when 
there are problems and hopefully resolve them even earlier than this 
one. | 


But in this case, it did have a happy ending in that it was 
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taken over by another company, and that is why | included it in that 
list. It did gét some press as a failing company when it was failing, 
but in the end it was subsumed into a larger company. 


MR. CALLAHAN: So it Wes est a trusteeship. But what 
would happen if a company did fail and some other company came 
along and wanied to buy it? Would they have to pay back the Canadian 
Deposit Insurance Company ... 


MR. WILBEE: They would, in effect, be dealing with CDIC 
as the new owner. CDIC would take the place of the owner and bring 
about an orderly wind-down of the company, And one of the options is 
to sell it as a going concern, and the oiher is to sell the assets in bulk 
or separately. 


MR. FOULDS: | wonder if | could... 


MR. CHAIRMAN: Just before we continue with questions, | 
know you mentioned that Mr. Wilbee needed to leave about now. 


MR. FOULDS: This is important... 


MR. CHAIRMAN: Well, if you. need to leave, perhaps you 
should feel free to leave and we can--it is not inconceivable that you 
people can come back and continue this session this afternoon, or in 
alternative, | am prepared to continue on now. | just have a couple 
more questions, though, and!... 


MR. DAVIES: If | could ask if we could continue now? The 
afternoon is otherwise occupied, and... 


_. MR. CHAIRMAN: | appreciate particularly, Mr. Wilbee, your 
continuing to stay here. 


Mr. Foulds. 


_. .MR. FOULDS: The other three questions | have apply 
oS to trust companies, but | was wondering about the area 
of access to information for consumers, depositors, and | think both 
on the insurance side and in--well, in the trust companies and in all 
the. financial institutions, what thrust or what steps is the Ministry 
taking other than reading the business reports and financial papers 
and so on, so that the depositors, consumers have more knowledge of 
what is happening in their company that could affect them? 


MR. WILBEE:_ If | could mention some of the things that 
are--appear in the Bill 116, there are greater disclosure 
requirements imposed on loan and trust companies. Quarterly 
statements are required to be prepared; they are required to be 
available to depositors on request. 


MR. FOULDS: Is there a requirement for public 
publication? : 
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MR. WILBEE: Annually, but not quarterly. 
MR. FOULDS: Okay. 


, MS PARRISH: One of the--there is a requirement in the 
Bill 116 that there be a public file which people can have, and there is 
also--it is a requirement--the depositors can obtain a copy of the 
annual report, and that the annual report of all loan and trust 
companies be public documents, whether or not they are 
publicly-traded companies. 


Currently, the annual statements of loan and trust 
corporations are publicly available if they are publicly-traded 
companies, but not otherwise. 


The new bill says if you take public money, you are a public 
company; you have to disclose the same information. There is alsoa 
regulation-making power which would enable a regulation to be 
passed which says your annual statement must contain X, Y, Z, 
and--that could be over time--can require certain kinds of 
disclosures of various kinds of accounting, you know, changes. 


_ MS STEPHENSON: | think it matters, that kind of control 
over disclosure of the financial institutions. Would you please 
transmit it to the individual responsible for the uiniversities so that 
we could have some kind of public disclosure of their full situation, 
which we do not have at the present time? 


A SPEAKER: Hospitals as well, Betty. 


_ MS STEPHENSON: Well, the hospitals would be helpful. 
The universities are--hospitals do not have much... 


A SPEAKER: Some of them have lots of property too. ~ 


MS STEPHENSON: Really? | do not Know of any that do, 
but that is all right. But! would like fo know some universities . . . 


MR. DAVIES: If | could just add on to Colleen's answer, the 
One caution that | would add, however, is that, as | mentioned in my 
notes, most depositors are not necessarily going to be sophisticated 
analysts of financial statements or financial information. So while 
this Tuller disclosure is laudable, | would hesitate to rely on it as the 
wa art epal tte ensure efficient and effective consumer protection in 
and of itself. 


that? MR. FOULDS: So what other steps are you taking to ensure 
at’ 


MR. DAVIES: Well, the various requirements are solvency 
and avoidance of self-dealing and conflicts of interest. 


MR. FOULDS: Can | ask a very simple question? What is 
self-dealing? 
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MR. DAVIES: There probably is no technical definition 
written down anywhere. Some people that | believe are on your 
schedule to appear before you take BUC at the phrase 
"self-dealing." They much prefer to use the term "“related-party 
transactions," and perhaps that conveys the sense of what 
self-dealing is intended to mpIy which is: transactions where the 
parties are not at obvious arm's length, one from the other. 


MR. FOULDS: Justa question about insurance companies. 
Is there any thrust that the Ministry can see with general insurance 
companies being possibly taken over by other financial 
conglomerates? In other words, is there any thrust of the four pillars 
merging a little? 


MR. DAVIES: You mean in the general marketplace, is that 
tendency occurring? | think the facts speak for themselves. Yes, to 
some degree, that is happening. 


There is one financial services holding company that now 
has a property and general insurance company as well as a life 
company, as well as having a relationship with a trust company. 


MR. FOULDS: Is that of concern to the Ministry? 


MR. DAVIES: Well, our approach historically has been to 
look at ee rater by segment or sector, and the standards and 
conditions that we would impose on a trust company, for example, 
would remain equally rigourous as to whether or not the ultimate 
owner of that trust company also happened to have an insurance 
company. 


There is no permissible interlinking of the two directly... 


MR. FOULDS: | am sorry, | do not follow your last 
statement. 


MR. DAVIES: Well, |-am not expressing it as clearly as | 
might. The objective, the general policy principle is that the capital 
requirements and the other requirements for one pillar, for a trust 
company, cannot be intermingled with the insurance company. 


_ The_insurance company has to meet its own set of standards 
and criteria. The-trust company has to meet its own set of standards. 


MR. FOULDS: But if we are concerned about corporate 
concentration, what you seem to be saying to me is that there can be 
increasing corporate concentration and none of ee regulatory 
povels could prevent that, in a transfer of that concentration 

etween your so-called four pillars. 


MR. DAVIES: | am not certain | follow as to what you are 
getting at about the... 3 
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MR. FOULDS: Well, the insurance companies could be taken 
over by the loan and trust companies, to put it very crudely. 


MR. DAVIES: They cannot be taken over directly by a loan 
and trust company. A loan and trust company, as | understand it, 
cannot invest In an insurance company, but at the holding company 
level, indeed, it could and has occurred. 


MR. FOULDS: And similarly, an insurance company or 
mortgage company could be taken over by a bank? 


MR. DAVIES: By? 
MR. FOULDS: A bank. 


MR. DAVIES: There | think you will find that the federal--| 
am not an expert in the Federal Bank Act, but | do not think that that 
aol occur under the Bank Act at present. Colleen may want to add to 

at. 


MS PARRISH: They cannot get into the business of 
insurance, but they can and do own mortgage corporations. 


MR. FOULDS: Banks? 


_MS PARRISH: Yes. Mortgage loan corporations. But they do 
not own Insurance companies. 


MR. FOULDS: | think that is enough for me for now. 
MR. CHAIRMAN: Mr. Ferraro. | 
MR. FERRARO: Yes. | will try to be brief, Mr. Chairman. 


_ The Bill 116 not only addresses, | am sure, the equity 
contribution needed to start a trust or loan company; | am sure it 
addresses the other requirements as well as far as expertise and 
needs for that particular type of facility. | assume that. My 

uestion--and it is unfortunate Mr. Weir left. Maybe Mr. Wilbee or Mr. 
avies could answer it. 


At one time, | can recall there was a private mortgage 
insurance company that started up years ago, MICC. | am sure you are 
familiar with it. An executive told me that they actually got hell 
from the--| think it was the superintendent of insurance, because 
they had not exposed themselves to enough risk, which has some 
merit on what my colleague Bob Callahan was discussing. 


Now, they certainly made up for it when everything hit the 
fan in subsequent years. But my question is this: who has the 
responsibility in that vein, if in fact there is that responsibility in 
Ne with trust companies and loan companies in Ontario, or 
essentially is that the CDIC's responsibility, to monitor not only how 
much exposure the institution has, whether it be negative or positive, 
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and do they implement their discretion in that regard? 


MR. WILBEE: | would not want to comment on the earlier 
part of your question because | have no firsthand knowledge of it. | 
can only try to relate the approach taken by us. 


The primary responsibility for monitoring a company's 
peformance and the Solidity of its investment base is the regulator's, 
and for Ontario corporations, it would be in my area. CDIC's 
PESRONStEMIy concentrates on solvency, and really, they are highly 
reliant on the regulators to bring to their attention areas where 
solvency is becoming risky. | 


As to the qualitative nature of investments, beyond the risk 
factor or beyond what we call "mismatching"--in other words, where 
deposit instruments are maturing at a different pace than investment 
instruments, which could cause liquidity problems--and beyond the 
fact that investments should be prudent, certainly | do not feel it is 
incumbent ona regulator to acest to a company that it should have 
a different HPe of portfolio in the Suave sense of, as you Say, 
"You are noi taking SnaHo! risks." | could hardly imagine the words 
coming out of my mouth, frankly! 


But it is--or, "You should be lending to, you know, certain 
groups that are more disenfranchised,” or what have you. | think that 
would be something that would possibly emerge in other quarters of 
the Gaye REN. But my concern and my area would be simply with, 
can the company really service its obligations and are the depositors 
investments secure. 


, _MR. FERRARO: Do we limit in any way, shape or form, 
international investments by trust companies? 


MR. WILBEE: Yes. All their investments are required to be 
AN ea agian corporations or based on Canadian security, Canadian land, 
et cetera. 


_ _.MR. FERRARO: Do you know, does the federal government 
have limitations on what the banks can lend internationally? Because 
a bone of contention with a lot of consumers is that if they lose $50 
million in Mexico, we end up paying for it here. 


MR. WILBEE: | wish | could answer the question. 
Obviously, | Know they are allowed to make foreign loans; in fact, | 
think it is often encouraged for other reasons of international trade 
and so forth. But! really am not an expert in Canadian banks. 


MR. CHAIRMAN: Just perhaps a summary question, if you 
can address it. To what extent--you have mentioned several times 
that the present legislation is very antiquated. To what extent would 
yt say we are way behind in dealing with modern problems, with the 

egislafion as we have it right now? 


MR. DAVIES: Well, as the Deputy Minister ultimately 
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responsible in this area, and |_am sure the superintendent, as the 
dao responsible under the Act, | can tell you | would rest much 

etter having the new Act in place. | think many of the amendments 
are long overdue. 


MR. CHAIRMAN: And it is so rigourous--it is so rigid that 
just cannot address a lot of problems with It. 


_MR. DAVIES: There are many aspects of the new bill that 
would give us much more capacity to address the needs of todau, yes. 


MR. CHAIRMAN: Thank you. As | think is obvious from the 
number of questions, we really do appreciate your taking time to 
come here. The overview you gave us is going to be of constant 
assistance over the next few weeks, as well as the specific answers 
to specific questions. | rather expect we may need to call upon you 
from time to time again over the next few weeks. 


: | appreciate your coming. | appreciate, Mr. Wilbee, your 
staying here this long, and perhaps eee Can convey our thanks to Mr. 
Weir for his attendance as well, and Ms Parrish. 

MR. DAVIES: Thank you, Mr. Chairman. 

MR. CHAIRMAN: Thank you. 

lam eich to have a very brief meeting right now to discuss 
some of the scheduling problems that were raised, and if each caucus 
would like to have someone attend, you are quite--| would be 
delighted. And if you do not wish to, that is fine too. 


The Committee adjourned at 12:21 p.m. 
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ONTARIO LEGISLATIVE ASSEMBLY 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 
September 16, 1986, P.M. SESSION 
The committee resumed at 2:12 p.m. in committee room 2. 


MR. CHAIRMAN: This afternoon we aie oping tc discuss 
some of the problems that | think some of us alluded to this morning, 
and just making sure we know where we are going in the next few 
weeks, with David Bond, our researcher. So in essence it is an 
introduction to David, who has been extremely helpful to me and 
actually to the Committee over the last few weeks in preparing a lot 
of the material that you have been, | presume, getting some of it at 
your offices. So David has some notes. He has also oven us a fairly 
detailed Exhibit 9 this morning that you may wish to have reference 
o. And this morning also he prepared some--a brief which was 
helpful to us in questioning the Ministry. 


David--oh, just before we start, though, two things to put 
on the record. One is | think we--| hope within the next day or so we 
will have solved the problems that we were concerned about, about 
investment dealers and about the insurance industry. 


_ And we. also discussed at noon the new book by Diane 
Francis, "Controlling Interest.” This book has been written by Diane 
Francis, who is a reporter with the Toronto Star. We are attemptin 
to obtain her so she can come here and we can talk to her about if. 
some excerpts from the book were in the Star_last week, and she is 
Speaking on the 2nd of October to the Empire Club here in town. Dr. 
atepnensca is a member of the Empire Club and has kindly consented, 
Iifwe... 


MS STEPHENSON: David is as well. 


MR. CHAIRMAN: Oh, fine. If we can give one or other of Dr. 
Stephenson or Mr. McFadden our names, preferably right now, if we are 
prepared on the 2nd of October, which is a day the Committee is 
sitting, to spend our lunch hours down there and perhaps give him a 
cheque for--$18.00, is it? 


; MR. BOND: No, it is only $12.00 if a member buys the 
tickets. . 


MR. CHAIRMAN: Twelve ($12.00) dollars. 

If we feel that we can probably sneak out to the subway and 
cel sie at lunch hour on the 2nd, it would be extremely 
worthwhile. 


at MR. CALLAHAN: Do you think any heads will be turned by 
at’ 
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MR. CHAIRMAN: | am sorry, what is that? 


Ret MR. CALLAHAN: Do you think any heads will be turned by 
at’: 


MR. CHAIRMAN: By our coming in? 

MR. CALLAHAN: By us being there? 

MR. CHAIRMAN: Well, we do not need to come as a group, a 
street gang or anything, we just would like to hear what she is saying 
to them and it would assist us in what... 


MS STEPHENSON: We would not intimidate anybody, so | 
am not sure what you are worried about. 


MR. CHAIRMAN: So! will leave you to think about that for 
a few moments. 


In the meantime | would entertain a motion that copies of 
this book might be purchased for the Committee. 


MR. ASHE: Mr. Chairman, may I... 
MR. CHAIRMAN: You are so moving? Yes. 


_MR. ASHE: Yes. Well, it is only relevant to what you were 
ust talking about for lunch. | notice that is one of the--probably the 
usiest, af the moment, scheduled days there is, so if some of--either 

the one before or the one after lunch can be moved or at least advised 

of the flexibility we will need, because there is no way we are goin 

to ge! down there and--well, | do not know what time it starts, 72:0 

or 12:30--and back again. 


_ MR. CHAIRMAN: She speaks from 1:00 to 1:45, but | think 
your point is well taken. 


MR. ASHE: Well yes, but if we are going down for lunch we 
might as well eat. | presume there is lunch. 


MR. CHAIRMAN: | think that all we can do is instruct Mr. 
Carrozza to see if we can adjust, if it is possible. | Know you are 
saying that we cannot, but... 


_. THE CLERK: The Ministry of Consumer and Corporate 
Affairs is in Ottawa. . . 


MR. CHAIRMAN: That is the Federal Ministry. 
THE CLERK: ... and they asked for that specific time. 
MR. CHAIRMAN: As opposed to, say, 3:00? 
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MR. ASHE: October the 2nd, you said? 
THE CLERK: October the 2nd, sorry. 


MR. ASHE: Yes. That is the United Food and Commercial 
Workers Union and Trilon Corporation, before and after lunch. 


THE CLERK: | can speak to the Trilon people. 


. MR. CHAIRMAN: See what you can do just to, perhaps, 
lighten up the burden on that day. 


THE CLERK: Sure. 

MR. CHAIRMAN: Okay. 

Any other business before we turn this... 

THE CLERK: Have we got that motion passed yet? 


MR. CHAIRMAN: Oh, | am sorry, yes. The motion is on the 
floor. Any discussion on the purchase of the book? 


Carried. 


MR. CHAIRMAN: Good thing we did that before the NDP 
arrived! 


All right. Mr. Bond. 
MR. BOND: Good afternoon. 


_. | have placed an article before most of you. It is called 
Besieging the Banks and it is pertinent to tomorrow's speaker from 
the Canadian Labour Congress, Mr. Ralph Ortlieb, who is also a 
regional director of organizations for the CLC, and he is also director 
of the Union of Bank Employees, 2104 Ontario. That should be a good 
preparation for tomorrow's speaker. 


This afternoon | would just like to speak to some of the--to 
what | think are the main issues in concentration in the financial 
services sector. One of the chief concerns raised in the discussion of 
regulatory change in the Canadian financial system is the possibility 
of increased concentration emerging as a consequence of relaxing 
constraints on competition along inter-industry lines. 


We will probably consider the economic and regulatory 
concerns that would be raised by increased concentration, and the 
possibility that relaxing these barriers might indeed increase 
competition in the short run, but in the long run might lead to the 
demise of--or absorption of smaller institutions and thus to a more 
concentrated, less competitive system in the long run. 


From an economic policy perspective, concern about the 
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eae of concentration within an industry stems largely from the 
belief that the behaviour and performance of firms is in part 
determined by the structure of their industry, and moreover that 
non-competitive behaviour will be fostered in a highly concentrated 
market environment, and that the efficiency of the industry will be 
impaired by the loss of competitive market discipline. 


A highly. concentrated market structure is not, of course, 
necessarily undesirable. For example, in some industries economies 
of scale or scope might be sufficiently large that the most efficient 
market structure could be a monopoly, as is the case with utilities 
firms, for example. 


However, a highly concentrated market structure raises 
other, not purely economic concerns. For example, when firms get 
yen large the costs associated with their failure become so great 
that they cannot be allowed to fail. | think we dealt with that a bit 
this morning. The question was raised: what would happen if a 
major--a big trust company failed? Could we handle it? 


$0 we can see that in the case of large financial 
institutions this could be a very serious problem. 


_ There is also an additional set of issues arising from the 
potential for social and political power to derive from the 
concentration of economic power. For example, the concentration of 
economic activity in the hands of a few firms places the owners and 
chief executives of these firms in a position to exert influence over 
public policy and public opinion. Moreover, their decisions can have 
Important impacts on output, prices and employment, discernable 
even at the macro-economic level, and take on added significance, 
therefore, in the context of the political economy. 


These issues, as Mr. Davies mentioned this morning, have 
been examined by the Royal Commission on Corporate Concentration, 
chaired by Mr. Bryce. However, many of the issues were not covered 
adequately by the Commission and there have been many changes since 
then in terms of the ipods: number of financial Supermarkets and 
the integration of the financial services sector in general. 


The growth of domestic financial institutions can also be 
considerably enhanced by an increased presence in foreign markets. 
Growth, abroad would not, of course, impact on concentration in 
domestic markets, but in some vexs significant presence abroad 
cou be a competitive advantage to fhe domestic operations of these 
irms. 


That is one of the main arguments, | think, we will be 
hearing from some of the larger financial conglomerates and from 
some of the banks, if they agree to appear here: the fact they have to 
be large in order to compete with very large American financial 
conglomerates. 


The greater presence abroad for Canadian financial 
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institutions raises the issue of reciprocal treatment of 
foreign-owned institutions in Canada and potentially an increased 
foreign participation in domestic markets. While an increased foreign 
presence would increase the competitiveness of the domestic market, 
It would also raise issues regarding Canadian control of domestic 
financial affairs. 


The economic and regulatory issues. surrounding 
concentration of economic activity are discussed later in this paper, 
We will also consider the circumstances under which the financial 
system might become highly concentrated. 


David? 
MR. McFADDEN: Can | ask you a question? 
MR. BOND: Sure. 


MR. McFADDEN: Are you reading from one of the papers you 
provided tous... 


MR. BOND: No, | am not. 

MR. McFADDEN: ... or is this a separate study? 

MR. BOND: These are separate notes that | have taken. 
MR. McFADDEN: Okay. That is fine. | just was not sure. 


AR. BOND: Now | would like to just talk briefly about 
concentration of economic activity and public policy concerns. 


Economic theory suggests that the structure of an industry 
exerts an important influence on the conduct and performance of 
firms that comprise it. The ideal market structure is generally 
considered to conform closely to the model of perfect competition. In 
this model, firms are hi ny competitive but small, relative to the 
size of the overall market, and do not therefore exercise any 
individual influence over the price and volume of trades made within 
the market. Under certain conditions, such a market structure leads 
to heed efficient allocation of resources and optimal price/quantity 
outcomes. 


The highly concentrated market departs from this model in a 
number of important ways. 


First, some firms are sufficiently large to exercise market 
power, thereby affecting both the quantity and price of the goods 
made available in the market. 


In a financial markets context, such behaviour could 
manifest itself in the emergence of credit gaps, wider interest rate 
spreads and higher service charges for financial services. The 
profitability of large financial institutions could also be enhanced 
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under these conditions. However, for greater profitability to persist 
in the long run, entry to the market would have to be restricted b 

some type of barriers, either legislative or whatever. High interest 
start-up costs or successful use of exclusionary practices by the 
established firms would be another method. 


MR. FOULDS: High what? 
MR. BOND: High start-up costs. 
MR. FOULDS: Okay. 


MR. BOND: A variety of inefficiencies could also arise ina 
highly concentrated market: the avoidance of price competition 
through tacit or explicit collusion, and an increase in potentially 
wasteful non-price competiton such as non-informational advertising. 


_ Another ee QS that the reduction in 
competitiveness resulting from collusive behaviour between firms 
could lead in turn to. a relaxation of internal cost control by 
management. This X ener results in an increase in costs 
which can erode any excess profits accruing to the firm from the 
exercise of market power. 


_ The absence of excess profits in a concentrated market 
situation is not therefore a certain sign of competitive behaviour of 
the firms involved. 


Finally, the reduction of competition could result in a lack 
of innovative behaviour. As a consequence, the range and quality of 
services which the industry Is able to provide could be diminished and 
potential cost efficiencies could be foregone. 


_There are a number of offsetting considerations, however. 
In some instances, economies of scale could be sufficiently large that 
the optimal size of a firm would be large relative to the size of the 
market, and a perfectly competitive model would not be ideal. 


Moreover, it has been suggested that large firms have the 
resources to mount research and development efforis and are indeed 
an MpOran source of innovation, contrary to predictions by some 
quarters. 


As well, large firms bet be better able to meet the 
capitalization costs of adopting new technology. Also, a country such 
as Canada, whose economy is small relative to her main trading 
partners, may find it beneficial from a perspective of international 
competitiveness to have large firms. 


Any questions? 
As | was saying, Canada may find it beneficial from the 


perspective of international competitiveness to have large firms 
even though this may entail the toleration of high degrees of 
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concentration in particular domestic markets. 


| think. one of the main conclusions of the 1978 Royal 
Commission on Corporate Concentration was that Canada needed these 
large corporations to compete eT pavon ay and therefore 
concentration was acceptable--an acceptable price to pay. 


Finally, large firms with diversified activities may be able 
to weather business reverses that would lead to the failure of 
smaller firms. Moreover, conglomeration is often suggestion. to 
sharpen the competitiveness of component firms without raising 
market concentration, by providing them with additional managerial 
resources and financial depth. 


This is actually the claim made by most of the financial 
conglomerates, for example Trilon, Hees International, the Great 
Lakes Group. posta they are saying they provide a good deal of 
managerial expertise that some of these firms lack, and therefore 
they are providing a benefit. 


_ The concentration issue is even more complicated when the 
dynamic processes which actually produce or maintain concentrated 
market structures are condsidered. For Fel Ace highly competitive 
behaviour by efficient, aggressive firms coula conceivably result in 
the emergence of a concentrated market structure. In this case, 
structure would be determined by conduct and Peron pales reversin 
the paradigm typically used. In these circumstances, a policy aime 
at preventing an increase in concentration would be 
counterproductive, at least in the short term, as it would entail 
restricting the growth of the most efficient firms. 


The latitude for firms to persist in non-competitive 
behaviour over the ue run would depend significantly on the 
persistence of barriers to entry, legislative or ofher. As long as 
entry is possible, ineffecient behaviour by existing firms would 
create the stl opportunity for more aggressive firms to 
enter the market or to capture additional market share. Inefficient 
behaviour over the long run also raises the possibility of takeovers 
and the replacement of management teams. 


Even in the absence of competitive market structure, 
therefore, some market forces could be brought to bear on a 
concentrated industry to minimize the behavioural problems. The 
attempts to prevent a concentration of economic activity from 
occurring by restricting the growth of the most efficient firms could, 
therefore, be counterproductive, both in the long run and in the short 
run. 

From an economic perspective it is market concentration, or 
the concentration within a particular activity, which is of concern. 
The definition of financial activities becomes, therefore, an 
important issue as well. For example, an increase in diversification 
of activities by financial institutions could result.in a decline in the 
total number of firms within the system while raising the number of 
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firms engaged in particular activities. 


By some measures--share of financial system assets-- 
concentration might then be seen to have increased, while by other 
measures- e.g., share of the mionigage market or share of the deposit 
liabilities market--concentration might be seen to have decreased. 


_ Moreover, at a time when technological Pho veme nts. are 
shrinking distances, the appropriate definition of the market in a 
geographical sense becomes an important consideration when 
measuring concentration. For example, some decline in the number of 
domestic financial institutions engaged in a particular activity might 
be more than offset by increased access to international markets for 
those services. 


Similarly, a decline in the number of regionally based firms 
auelt wy indicate growing market concentration in any regional 
market. 


From other purely economic perspectives, the cause for 
concern over concentration seems to be more clearly established. It 
is widely perceived, for example, that large corporations will not be 
allowed to fail because of the detrimental effects on the economy 
such failures might have. 


_In effect, the government is seen to provide large 
corporations with a safety net not available to small business and 
private individuals. 


_.... This concern is clearly well founded in the case of financial 
institutions, since maintaining_solvency is the most important goal of 
financial institutions policy. Thus, by allowing financial institutions 
to grow very large, the government may accept an implicit 
commitment to sustain them in the event of business reverses. 


Moreover, from a regulatory perspective, a highl 
concentrated market structure increases the onus on authorities to 
ensure that the exercise of market power generated by concentration 
does not lead to abuses. In a sense, regulatory discipline must 
replace market discipline in a highly concentrated environment. 


The extent to which concentration of economic activity in a 
particular market in the hands of a few firms is a cause for concern 
on purely economic grounds is, on balance, not easy to establish. 
There are various offsetting arguments and the question appears 
ultimately to be an empiracal one. High concentration does impose an 
additional burden on the regulatory authorities. Moreover, it can 
intensify any problem which arises with regard to potential conflicts 
of interest, and raises a number of non-economic social concerns. 
These issues should also be borne in mind when the economic issues 
are being considered. 


Thank you. If there are any questions... 
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MR. CHAIRMAN: You raise a lot of interesting theories, and 
what kept running ener my mind was, how can we test these 
theories when we are talking to our witnesses? They are obviously 
all going to have their own biases. 


MS STEPHENSON: But you have that in any circumstance in 
which you are discussing items with witnesses. 


MR. CHAIRMAN: Well, | suppose we do, but... 


MS STEPHENSON: | am not sure that this is any worse 
than any other. 


MR. BOND: | think they are going to balance each other off, 
in a way. For example, what the financial conglomerates say to us 
about the banks is going to be countered with what the banks say to 
us about the financial conglomerates, and what the unions say to us 
about the banks, the banks will counter, et cetera. | think we are 
going to get a very diversified look at the issue. 


_ MR. CHAIRMAN: _ It is just that, for instance, you 
mentioned--| take it it is the American point of view generally, 
historically, that more competition is better, and therefore they have 
nistoncally had more--had stronger anti-trust laws and so forth, and 
we have io balance that with | suppose the Japanese experience of 
encouraging large industries. It is just hard to--| guess there is not 
any magic schedule on which you decide who is really most efficient. 


MR. BOND: It is an interesting question. The recent 
Macdonald Commission report stated that whereas four-fifths of U.S. 
industry was effectively competitive, or it operated in a free market 
Situation, only two-fifths of Canadian industry operates in a 
competitive environment. So--and we have had different traditions 
between the United States and Canada vis-a-vis mergers and 
competition law. U.S. merger and competition law has always been 
much tougher. 


_ MR. McKENZIE: Does that competition position, two-fifths 
as against four-fifths, take into account or allow for the kind of a 
branc pain economy we have in so much of our industry, for example 
where there are restrictions that are placed on the operation in terms 
of inele compeuuyeness or viability or international sales, or--you 
name it’ 


' MR. BOND: | do not believe it does, but | believe it does 
take into consideration the fact that Canada has so many more Crown 
corporations operating in either monopoly or oligopolistic situations. 


MR. McKENZIE: But that could conceivably skewer those 
four-fifths and two-fifths figures... 


MR. BOND: Yes. 
MR. McKENZIE: .. . fairly effectively? 
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MR. BOND: M'hm. | 
MR. CHAIRMAN: Skewering it, though, in what way, Bob? 


MR. McKENZIE: Well, if you have got--you are obviously 
going to have a lesser percentage than the Americans that are 
competitive if you have got branch plant industries here that are 
operating only to provide a specific market and cannot go beyond that, 
or where the sales even are to the same... 


MR. BOND: Right. Yes. 


MR. CHAIRMAN: Would they have been considered 
uncompetitive by themselves? 


MR. BOND: No. They would have been considered 
competitive. _So those would be part of the two-fifths that are 
competitive. But what | eoeee you are ude is that they are limited 
in that they cannot be internationally competitive ... 

MR. CHAIRMAN: Yes. 
MR. BOND: ...so they cannot develop an export-oriented. . . 


MR. CHAIRMAN: But that is not--| do not think that is 
what Macdonald was saying. 


MR. McKENZIE: Yes, but how do you make that competitive, 
even? They, because of the smaller production, the fact that they are 
set up only to provide a certain market--| am not sure how you are 
measuring competitive. You call them competitive; in many cases 
they are not. ni 


_.MR. BOND: Well, | guess they are saying they are 
competitive within their own market, even if it is limited to a 
Canadian market. 


__MR. McFADDEN: | can see what he is getting at. They are 
competitive Bomesiealy with each other. That does not mean that 
they are competing worldwide. . 


MS STEPHENSON: And it is the same definition being used 
for the classification of those firms which are in fact competitive in 
the United States. Are ey talking about their own national market 
or are they talking about international markets? Surely they are not 
using apples and oranges to compare the two? 


MR. BOND: No, they are talking about their own domestic. . . 


_ MR. FOULDS: | would suspect there are not a lot of branch 
plants in the United States, though. And | do not know that. 


MS STEPHENSON: As a maitter fact, there are an 
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increasing number. 


MR. McKENZIE: Well, it seems a fairly recent phenomenon, 
though. 


MR. CHAIRMAN: Okay, David. Mr. McFadden. 


MR. McFADDEN: The concentrations of ownership--| 
reviewed the material that you prepared before, and of course there 
has been quite a bit written--| do not Know what this book by Diane 
Francis indicates--but it seems to me the concentration of ownership 
and conglomerates in general in Canada have been Canadian-owned. | 
am just thinking of the large ones now, the Reichmanns, Brascan, both 
ends of the Bronfman family, the Jackman family, the Argus 
Corporation. The bulk of the big conglomerates in Canada--yes, CP-- 
have been Canadian-owned. So in fact it has been a pattern amon 
Renaclans that has led to quite a concentration of ownership, has | 
not’ 


MR. BOND: That is quite true. In fact even recently 
Genstar, who is a California-based corporation, had owned Canada 
Trust, one of Canada's largest trust companies, and in fact it was 
recently bought out oh a Montreal-based firm, Imasco. And then 
Genstar was--the non-financial aspects of Genstar were sold off. So 
‘in fact, yes, it is Canadian-controlled, the financial sector generally. 


MR. McFADDEN: And because there are not as many 


Canadian companies and groups, that is leading to a concentration of 
Ownership. 


_MR. BOND: | would say that is the main point. Most trust 
companies, | believe, now in Canada, if not all of them, are owned by 
one financial conglomerate or another. 

MR. FOULDS: | beg your pardon? 


MR. BOND: | said most trust companies now in operation in 
Canada are owned by one financial conglomerate or another. 


MR. CHAIRMAN: As opposed to being on the stock market? 
MR. BOND: As opposed to being independent. 

MR. FOULDS: Can you elaborate on that... 

MR. BOND: Yes. 

_ MR. FOULDS: .... because | am not sure | am quite 
following you. Are you ait ine there are two or three financial 
conglomerates. that control all of the trust companies? 

MR. BOND: No, | am saying that there are large--quite a 


number of financial conglomerates that control all the main trust 
companies. For example... 
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MR. FOULDS: How many financial conglomerates to how 
many trust companies? 

MR. BOND: | do not have those exact figures, but for 
example Trilon Corporation owns Royal Trust; Canada Trust is owned 
by Imasco. 

MR. McFADDEN: Power Corp controls Montreal Trust. 

MR. BOND: Yes. Most of the major trust companies. 

MR. FOULDS: If we are dealing in this question of 
concentration of the financial institutions, is there any way we can 


get the kind of diagram that illustrates the point that you have just 
made? 


MR. BOND: Yes. There are flow charts of companies that 
will outline their assets. 


_ MR. McFADDEN: The material that David gave us before 
contained a lot of this information. 


MR. BOND: | will see if | can find it. 

MR. FOULDS: Okay. 

Sorry, David, you were questioning. 

MR. McFADDEN: Go ahead. 

MR. FOULDS: | have a couple of other actually rather basic 
and fundamental questions. What would your definition of 
"self-dealing" be, David? Because it seems that keeps cropping up on 
us. Is it in your glossary? 

MR. BOND: | have given you a glossary of terms because 
ie were asking those questions thiS morning, and | thought it would 

e a good idea if we--| am sorry, | do not have it. 


MS STEPHENSON: It is not in here in alphabetical order, 
"self-dealing." 


MR. FOULDS: Is it under “dealing-self"? 
MS STEPHENSON: | cannot find it there either. 


MR. CHAIRMAN: What was the term that Mr. Davies used 
for that? 


| MR. BOND: The other term would be "non-arm's-length" 
dealings with your company--with that company. Self-dealing, okay, 
let us see iflcan... 
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MR. McFADDEN: If! could give you an example--why don't 
we get an example rather than worry about a definition--it would be 
if | were a major developer and | bought control of a trust company 
and then | used--the trust company then became my major source of 
mortgage financing. That is self-dealing. Because what I am doing is 
| control the trust company | control the development company, and | 
am using the funds from the trust Cornea. to finance my real estate 
operations, or any other operation. That is the most obvious but it 
could take all kinds of different forms. 


MS STEPHENSON: And the closest to the one we are most 
aware of. 


MR. McKENZIE: It would allow you a fair amount of room 
to manoeuver and where you are maximizing stock. | 


MS STEPHENSON: That is right. 


MR. McFADDEN: Now, that may or may not be bad. Your 
investments could be very good investments. It does not mean 
necessarily that if | own the trust company--l am not necessarily 
going to put the trust company into bad investments, if | am doing it 
properly. | think the worry is that if somebody had a bad intent, it 
could certainly lead to poor investments. 


Pees MR. FOULDS: There is some historical evidence to that 
effect. 


MR. McFADDEN: Yes, okay. 
MS STEPHENSON: Over-estimation of the value. 


_ MR. BOND: Yes. Self-dealing is of particular concern when 
there is a ee eal of functions; that is, if a non-financial 
corporation buys out a financial institution. 


For example, Imasco buys out Canada Trust, and Canada 
Trust--their board of directors are appointed by, say, the President or 
the Chairman of the Board of Imasco. Then fhere may come a time 
when Imasco runs into financial difficulties and they ask Canada 
Trust for loans. Now, that would not happen because--well, | should 
not say it would not Hels gte should not epee) because there has 
been a promise by the President of Canada Trust that there would not 
be any conflicts of interest or self-dealing. 


But should Imasco run into financial difficulties and need 
money from Canada Trust to_keep going, then that would be 
Soule in that if Canada Trust loans [masco large sums of 
money, and then Imasco continues to run into problems and asks for 
more money, and in order to protect their original investment Canada 
Trust has to loan more... 


MR. CALLAHAN: You could have arun and... 
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MR. BOND: A lot of the -insolvencies among trust 
companies, and even the Commercial Bank, were caused by those types 
of inside deals. 


MR. CALLAHAN: Is that not a two-way street? 


MS STEPHENSON: If Imasco, for example, which controls 
IS Agee) a holding company and holds several other companies, | 
one of those other companies were in dire financial straits and 
Imasco arranged the availability of money from the trust fund or 
trust company, which it also happens to control, although the money 
might not flow directly to Imasco it could flow directly to the other 
company in which Imasco has primary interest. And surely that is 
again self-dealing. Although it does not go the parent or the holding, 
it can go to one of the others in the group which is part of the family. 


MR. BOND: Yes. And that is the more likely scenario, 
actually. 


MR. CALLAHAN: Isn't that self-dealing in_a sense 
necessary insofar as if Ilmasco owns or controls Canada Trust, and 
Imasco is going down the pipe, thereafter will flow Canada Trust? 


MS STEPHENSON: Well, it is more likely to occur when one 
of the holdings of Imasco such as the Macdonald Tobacco Company, for 
example--which could vey well be going down the drain right 
now--and Imasco asking for iunds from... 


MR. McKENZIE: (Inaudible). 


MS STEPHENSON: No, | know, but there are others besides 
you, Robert, thank goodness, who have learned that--even those of us 
who did it for a long time have learned that the Macdonald Tobacco 
Somealy should not be one of the industries upon which this country 

epends. 


At_any rate, Imasco could, in fact, arrange funding for the 
Macdonald Tobacco Company on the pretext that Macdonald's was going 
to do something else, was going to CV STSHY Its activity into some 
Buel aes Mek actually doing that. And it seems to me that 

erein lies the... 


MR. BOND: It is these types of concerns that led the 
Blenkarn Committee, the federal equivalent of this Standing 
Committee, to recommend a 30 per cent ownership limit be placed on 
non-financial corporations’ control over financial institutions. And in 
fact they recommended, | believe, divestiture in the case of Imasco 
and Canada Trust. 


_ MR. CALLAHAN: Are they not caught in a dilemma that 
even if they own--they are only entitled to own 30 per cent of Canada 
Trust, that if the mother company or the parent company is on its way 
out, that is going to depress at least the shares of everything and the 
financial institution is then caught in a very real conflict to survive 
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by making deals? 

If | could carry it just one Ae further--and | would like to 
know about this--is there any concentration of U.S. ownership in 
financial institutions in Canada? And if there is, the danger | would 
see is that the U.S. parent can manipulate the interest rates here to 
avoid U.S. cash flowing out of the U.S. and devaluing their dollar. 

_ MR. BOND: | do not think that is a concern. | do not believe 
U.S. interest in Canadian financial institutions is that high because of 
limits placed on, for example, ownership of banks. 


MR. CALLAHAN: Well, they may not be directly U.S.-owned, 
but are they in fact owned through a Subsidiary corporation... 


MR. BOND: Most of them are Canadian family financial 
conglomerates. 


MR. CHAIRMAN: Is there any legal reason, though? Is 
there any legal restraint on them? 


MR. BOND: | believe that there are some... 

MS STEPHENSON: Yes, yes. 

MR. BOND: ... there are restrictions. 

MR. McFADDEN: There is a 10 per cent restriction. 

MR. CHAIRMAN: On banks. 

MR. McFADDEN: Banks have restrictions. 

MR. BOND: Banks have massive restrictions. 

MR. McFADDEN: ... (inaudible). | 

MR. CHAIRMAN: That is what, federal, provincial? 

MS STEPHENSON: Provincial laws. 

MR. McFADDEN: And federal. So that they ony way the 
could come in is under the Schedule B route, essentially, a Schedule 
bank. They are limited to four branches. 

MR. BOND: We probably have more--Canadians probably 
own more financial institutions in the United States than they own 
financial institutions here. 


MR. CHAIRMAN: So that 10 per cent rule is effective then, 
obviously. 


MS STEPHENSON: Thirty (30) per cent. | am sorry. 
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eee MR. FOULDS: | just have some other questions. Go ahead, 
ough. 


MS STEPHENSON: Okay. 


The 30 per cent recommendation of the Blenkarn Committee 
has some attractiveness because indeed there would be grave 
difficulty, it would seem to me, in achieving the kind of self-dealing 
activity that some of them might want to be involved in, particularly 
if the rule of one--at least one-third of the board of directors were 
outside directors, yes. And | think that was also in the Blenkarn 
recommendations. There had to be--| am not sure that they specified 
the number, but there was a recommendation for outside directors on 
boards of directors as well. 


MR. BOND: Yes, that is quite true. 


MS STEPHENSON: But there has not been any wild 
enthusiasm for accepting that recommendation at the present time 
because, | gee primarily, the trust companies have managed to 
ensure that their voice ts fairly strong against that kind of 
limitation, since they consider themselves not banks. 


But the tale that Sal ce me is that they are not banks: 
they want to behave like banks but fhey do not want’to be controlled 
like banks, or regulated like banks. And banks do not want to be trust 
companies but they want to have all of the freedoms that trust 
companies have, plus--do we need four pillars, or do we need two 
pillars, or do we need to have some rigid definitions, or do we need 
some Clear guidelines for various kinds of institutions? 


MR. BOND: | have heard it said that what the trust 
companies, what the financial conglomerates, what the banks, 
insurance (pled IS aie is, in a market that is not at the moment 
highly regulated, they are ipaalet move into as many different areas 
as they can: Toronto Dominion Bank and its Green Line service; Royal 
Trust is now offering securities at discount prices as well; trust 
companies owning insurance Companies. 


_The_Trilon financial corporation_is a good example of a 
highly diversified financial supe S Tet. They have insurance with 

ellington and--what is the other? London Life, | believe is the firm. 
London Life. And they have Royal LePage and Royal Trust Company 
and--they have the whole spectrum. And you have an example of 
insurance agents selling mutual funds of a trust company, and there is 
a lot of networking between them. 


_ MS STEPHENSON: And the argument for that, of course, is 
that it provides better service to the--or a wider range of 
comprehensive services. .. 

MR. BOND: A wider range. 


MS STEPHENSON: ... to the individual, without having to 
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become an expert as an individual... 
MR. BOND: That is right. 


_ MS STEPHENSON: ... in determining where one should go. 
And it seems. to me that what is necessary is a sort of HSO of 
financial activity; that is, there be some mechanism that the poor 
little uninformed individual who. needs some financial advice and 
direction can go someplace which is totally independent, who will 
tell them that there is a place that they can go and there will be, in 
fact, the best service available in that area, in that place. But it is 
not necessarily in one three-level service hospital. It may be in one 
small unit somewhere which provides the best service in one area. 
But Trilon is trying to move everybody out of that into the--well, the 
supermarket concept is the one thatis... 


MR. BOND: It is very popular in the States. 


_MS STEPHENSON: Oh yes, but supermarkets are always 
popular in the States. Americans do not like to walk anywhere. 


MR. FOULDS: But you do not necessarily get the best 
produce or the best meat at the Supermarket. 


MS STEPHENSON: Not necessarily. 


MR. FOULDS: The point that | think you make is a very good 
one because | think one of the reasons that Canadians have this 
reputation as being savers and hoarders is, basically, a lot of 
Canadians with some disposable capital are not terribly sophisticated 
when it comes to financial dealings. 


MS STEPHENSON: Very unsophisticated, yes. ; 

MR. FOULDS: And having in most cases worked very hard to 
ain that capital, they do not want to run the danger, quite 
egitimately, of losing it. On the other hand, | think that given the 
kind of thing that you are talking about, that they would be quite 

willing to invest as long as bey could be assured of some good, 
independent, relatively wise--as the world goes--advice. 
MS STEPHENSON: Well, even if it were informed advice... 
MR. FOULDS: Exactly. That is the very point. 


MS STEPHENSON: ... that was not dependent upon any one 
company or one institution or... 


MR. FOULDS: Upon its self-interest. 


MS STEPHENSON: ... the only self-interest would be the 
ethical performance of a job being really well done... 


MR. FOULDS: Yes. 
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MS STEPHENSON: ... and gaining a reputation for doing 
that, which seems to me is the kind of direction we should be 
pursuing. 


But how do you get there from where we are? Thatis... 
yes. 


MR. FOULDS: Right. Yes. 


| have a couple of other questions, if | could, at this point, 
David? 


MR. BOND: M'hm. 


MR. FOULDS: You mentioned that an argument will be put 
elses to us, and often has been put forward, that Canada needs 
arge firms... 


MR. BOND: M'hm. 


MR. FOULDS: ... to compete internationally. | think | 
understand the basis of that argument. What | would like to know is, 
by and large, who will be making those arguments to us? 


_ MR. BOND: | think that most of the financial conglomerates 
who will ap eee! before this committee will be making those 
arguments. | had a chance to look over the written brief that, for 
example, Hees International made to--gave to Mr. Cooke... 


MR. FOULDS: Sorry, which firm? 


MR. CHAIRMAN: Hees International. We invited them to 
come and they retained counsel to chat with me_and convince 
me--perhaps unwisely, we will have to see--that Trilon will say 
everything that they had to say. And | temporarily excused them and 
they left a written brief with me, and that is what it was. 


_ MR. BOND: Okay. It is interesting, even though it was Hees 
International presenting a written brief to Mr. Cooke excusing Hees 
International, the brief was actually written by Great Lakes Group. 


MS STEPHENSON: What! 


MR. FOULDS: That is maybe the very reason why they 
should appear! 


And who makes the arguments--by and large, who are the 
players who would make the argument against that? 


} MR. BOND: Well, representatives of the different various 
unions, | think, STG ZA Gay ae to organize bank workers. And also 
| will try to balance it with whatever academic studies... 
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a MS STEPHENSON: It is not just the unions. There are, in 
act 


MR. BOND: Yes, consumer associations. 


MS STEPHENSON: And not ipo consumer associations. 
There are relatively small financial institutions who are in 
communities or parts of the province, who have functioned 
eee and honestly and diligently and who have no tremendous 
desire, | think, at this stage, to become over-large, who believe--and 
there are some members of the financial community who believe 
firmly that there should not be this kind of concentration, because 
they perceive that it may lead to dangerous situations as far as the 
populace, as far as the economy, as far as the individuals are 
concerned. But | am not sure that anybody can name them right off 
the--| can think of two people right now, but that is not necessarily 
going to be of very much help to us. 


_MR. FOULDS: David, you also indicated that because of the 
emphasis, particularly in financial institutions, that Canadians have 
traditionally put on stability, that there is an Implied acceptance by 
government that therefore large financial institutions are not 
allowed to fail and that in a sense there is almost an unspoken safety 
net for large financial corporations that is not available... 


MR. BOND: | think that is true. 


MR. FOULDS: ... to small business or other endeavours. 
Could you elaborate on that for us? 


_. MR. BOND: The only thing that keeps our financial market 
going is confidence in the system. So once that confidence is 
challenged, the system could fall very quickly because it is all 
balanced precariously on just--on public confidence. And if a major 
bank or major trust company was to fail, the perception would be that 
others could also be _in that situation. And as | say, everythin 
depends on trust, Pupue trust, and if it is not there the system canno 
function and the whole system would collapse. 


MR. FOULDS: But what | am puzzled about and what | would 
like to get an estimate from you... 


MR. BOND: Right. 


MR. FOULDS: .. .let us say--for example let us take the 
Bank of Montreal, which is one of the major banks, and for some 
reason it had outstanding international loans, which | understand the 
Bank of Montreal had in Brazil and in Mexico, as they all do. And my 
$4,000 which | have in the Bank of. Montreal, | and 100,000 other 
peor’ like me across the country decided to take that out. Why would 
he government feel responsible if there seemed to be a run on that? 


What | would like to get from you is, would other banks, 
because they have to save their reputation and the banking system's 
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reputation, also come in to help bail out another financial 
Institution : 


A SPEAKER: They did it. 


MR. FOULDS: And in what circumstances? | would like to 
have David's answer. 


MR. BOND: Sure. We have seen it on asmaller scale... 
MR. FOULDS: Right. 

MR. BOND: ... with the Canadian Commercial Bank. 
MR. FOULDS: Right. 


MR. BOND: lf that was ever to happen to the Bank of 
Montreal... 


MR. FOULDS: All hell would break loose. 


_MR. BOND: ... all hell would break loose. The confidence in 
the banking system would... 


_ MS STEPHENSON: But it is not ES with the great big 
ones either because we see--you saw this with the Greymac Crown 
Trust thing, when there was a real problem there and the trust 
institutions in Canada became very nervous that, indeed, unless there 
was a rescue of some sort by the institutions themselves or one of 
their group, that the confidence in those institutions would falter 
and, indeed, they would suffer. And there was a concerted effort on 
ike part of a significant group of them to ensure that that did not 
appen. 


MR. BOND: And if it was a large institution like the Bank 
2 Montreal, | do not know whether even the whole system would have 
one... 


MS STEPHENSON: Could do it. 


MR. BOND: Could do it. Perhaps that is a good question to 
ask the Canadian Bankers' Association. 


_ MR. CALLAHAN: It is not just the banking institution that 
gets into that predicament, it is the--even industries such as the 
efforts to assis eae or Massey Ferguson, and all these other 
areas where normally the government winds up coming to the aid 
whether for political reasons or what, but they do come to their aid. 
think part of it is to keep the pieces together’so they do not fall apart 
totally. | do not see that necessarily there is any difference between 
that and the financial institutions. 


| think | have a more serious concern about the--rather than 
concentration, the myriad of small firms, in that the consumer really 
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has not got a clue what is eelng on. Like, you might be sitting in one 
trust company buying a GIC with some sort of glorious terms to it, 
and you look out the window and across the street they have got one 
with a half a point higher, and you put that transaction on hold, rush 
across the street, and you find that it has just been the way they do 
it. They have duped you. It is--the term Is different or the front-end 
load is different, or whatever, you know. 


So | have difficulty in believing that the greater number 
there are, the better off they will be. | think the greater number the 
are, the more strung out they are and the less likely they are all going 
succeed in the marketplace. 


MS STEPHENSON: There are some absolute necessities 
that have to be met first before you can establish one which should 
ensure some degree of stability, at any rate. 


MR. McFADDEN: But, Bob, | think that is short-sighted in 
the sense that | think the one way its to look from the point of the 
depositor, protecting the widow who is putting her savings in the 
financial institutions. And whether the current arrangements under 
CDIC are adequate or not | do not know, although in general very few 
Bee le, in terms of the average person, have been hurt by any collapse 
o date. Now, what we have got to try to ensure is no more collapse 
because we might have some trouble that the system might incur in 
dealing with it, because CIDC right now is financially embarrassed 
and it is going to need a few years to get its reserves back up. 


What | think is of interest, David, and | do not know what 
you have got on this, is that as the number of financial institutions 
goes down and their ownership becomes concentrated, one of the 
areas that could be hurt would be job generation and the ability of 
businesses to secure financing. 


One of the complaints if you. talk to any medium or small 
business, no matter where they are in Ontario, they all complain 
about, you know, the fact that the banks do not really compete, that 
they are looking for money... 


MS STEPHENSON: That is true. 


_MR. McFADDEN: .. .and one of the things, for a number of 
companies that | Know of, that has been one of the advantages of the 
Schedule B banks. It has actually brought into the financial market 
some real competition for medium-sized Companies. The Schedule B 
banks have been prepared to undercut, to do innovative ways of 
financing, and the banks in turn have gotten into doing the same thing. 
And it is interesting how when the banks are pushed, our banks here, 
they will actually innovate and then they will compete head-on-head. 


Now, | know the trust companies want to do more--be able 
to move more aggressively into the commercial lending area as well. 


But one of the things that concerns me is, as we concentrate 
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ownership tighter and tighter and there are fewer and fewer players, 
in general what seems to happen is the innovation drops off, the 
competitiveness drops off. And it is not us. in terms of interest 
rates but it is in terms of the package of services, the flexibility 
area. Have you got any feel on that area’ 


MR. BOND: | think that is definitely one of the, you know, 
the downsides of that type of concentration. 


MS STEPHENSON: But has it been documented? 


MR. BOND: As far as | know it has not been, but | will 
check. 


MS STEPHENSON: Because it is the sort of... 
MR. BOND: | mean, it has been dealt with... 
MS STEPHENSON: ... general wisdom that that is the sort 


of thing that happens, and | woul just like to see it documented if 
indeed that has happened. Sty here is some way in which that 
e 


information should be available. Blenkarn did not really look at that. 
MR. BOND: Not really. | 


So what we are talking about really is social, not the 
economic policy but the social implications of that. 


MS STEPHENSON: But there is a social implication of 
all economic policy... 


MR. BOND: Oh, definitely. 
MS STEPHENSON: ... particularly in banking. 
MR. BOND: Yes, definitely. 


MR. McFADDEN: | think an example of that has been, if you 
take a look--if the trust companies did not exist today, if we had put 
them out of business or not allowed them to go anywhere, | think the 
banks would probably have been open three hours a day and two days a 
week. You know, the fact is it has been the trust companies... 


MS STEPHENSON: Monday and Friday. 


MR. McFADDEN: No, | do not want to be unfair; | am 
exaggerating, but the factis... 


MR. CHAIRMAN: That is basically what Bob Callahan was 
alluding to this morning. 


_ MR. McFADDEN: Because there is no competition. The fact 
is that it has been the trust companies who have gone out there 
aggressively, have opened early in the mornings, stayed open late at 
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night, they have been open on Saturdays... 
MR. FOULDS: So have credit unions. 
MR. McFADDEN: ... and credit unions. 
MS STEPHENSON: Credit unions. 


MR. McFADDEN: And in addition to that, the trust 
companies, and to a very limited extent the credit unions, but the 
trust companies have played a role in financing things, mort age 
financing and so on, that the banks either could not or would not take 
an interest in. It seems to me that we have already got proof over the 
last 20 years that by adding in a player like the trust companies into 
the consumer field, it has had a positive effect in general for 
services available to the consumer. 


And | think it has probably had --it has also had an effect in 
terms, for example, of competition over various service charges. | 
have even talked to a couple of bank managers in the last two weeks 
who told me that they are embarrassed by the way their bank is 
pag in service charge after service charge the consumer does not 

now anything about. In general it has been the trust industry that 
as been attacking that and is tending to offer the consumer a better 
eal. 


And so as you--while, Bob, | understand what tae are saying, 
the hole-in-the-wall operation that is unstable certainly is not to the 
advantage of the consumer, it is certainly not to the advantage of the 
consumer to have every rolng concentrated in the hands of two or 
three groups, or four powerful chartered banks, or one or two in the 
trust field. It certainly is to the advantage of the consumer to have 
an array. 


Now, | suppose if you add together all of the banks and all of 
the trust companies, that comes to quite a range of choice right now. 
The oy thing that is starting to happen is that that array is now 
going steadily downhill. | do not know--is there eur information 
available to us, for example, of the last--well, | guess fhe shake-out 
took place in the early ‘80s... 


MS STEPHENSON: In'81. 


MR. McFADDEN: ... the number of consolidations in 
outlets, the number of operations that are still active? Now, we 
heard about the failures in Ontario this morning--well, in Canada they 
mentioned something like 20, and 7.or 8 in Ontario. | am just curious 
to know how many more have sort of gone away because of mergers? 
If you add up the ones that were collapsed, went into trusteeship, to 
the mergers and the consolidations, | would think it is a significant 
number. Go to the banking field: we have lost the CCB, Northland 
Bank, the Mercantile Bank have all gone, the Unity Bank disappeared. 
There may be others; those are the ones that just come to mind right 
now that at one time existed but now have gone, one way or the other, 
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So | think that as that happens maybe what you wind up with 
is very strong institutions at the end, which is what we want, but at 
the same time | wonder if the consumer, number one, but secondly the 
small- or medium-sized businessperson who is. looking for a 
competitive rate and looking for service is not potentially, in the long 
run--maybe not in the short run, but the long run--may find that there 
are not fhe same services and competition available. 


MR. FOULDS: And also if we have any way of finding out 
how many outlets have dried up, because in small-town Ontario that 
would be the essence of being able to shop around for financial 
services. 


MR. McFADDEN: |! am Sure the number of outlets have 
dropped everywhere. 


MR. FOULDS: That would be fascinating. 


Can | ask a couple of other questions that occurred to me? 
We all probably read about and encounter and have at least peripheral 
knowledge of the crisis, when a financial institution is in crisis. Are 
there any formal mechanisms to save a loan and trust company if it is 
in trouble? Are there any formal mechanisms to save a bank that is 
in trouble? Are there any formal mechanisms to save the depositors, 
aside from the $60,000-figure insurance that we have... 


MS STEPHENSON: You mean policy mechanisms that are 
set down on paper... 


MR. FOULDS: Yes, either provincially or federally. 
MS STEPHENSON: ... for public consumption. 

_ MR. BOND: That is something to ask the Ministry of 
Financial SUH ORS RE ORG and the--we have the federal people 
coming in as well, on October 1st, and some of these questions... 

_ MR. FOULDS: Well, that question occurred to me this 
morning but it did seem to me that--he called it his pons and it did 
seem to operate a bit like a shop and | am not Sure, ean, how 
Straight-lined and how fair... 

MS STEPHENSON: When the reports arrived... 
MR. FOULDS: Yes. 


__... MS STEPHENSON: ... they were perused, and if there were 
significant problems then the shop called to find out what was going 
on. 


MR. FOULDS: Yes, but how do you judge a significant 
problem and when does the shop call? 
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MS STEPHENSON: Well, | would not know when to, | am 
sure, but | am sure there must be people within that division... 


MR. FOULDS: Yes. 


MS STEPHENSON: ...who have some expertise in that 
area, who would question the figures which were presented to them 
which did not look as though a healthy situation were prevailing. 


MR. CALLAHAN: Well, is that not part of the problem then, 
that there is a significant time lag, whether it is actual or simply 
yerceived, between the time that a bank gets into trouble and the 
ime something is done about it? | think without--| do not say this in 
a partisan Nay | suppose it could happen to any government, but when 
the Northland, | guess it was, and the others were in trouble, | am 
Sore Oren must have been available well before when It was 
acted upon. 


b blue MS STEPHENSON: Nineteen eighty-four (1984), as a matter 
of fact. 


MR. CALLAHAN: Yes. Because | think a government's 
desire to deal with it when they see It happen is going to be tempered 
in some respects a the impact politically on it having happened. And, 

ou know, that is de is as well, is that there is that time lag. 
aybe it is as a result of the mechanisms that are available for 
fePOEINg. | think he said this morning that they report on a quarterly 
asis‘ 


MR. FOULDS: No, that is in the new legislation, but 
presently they do not. 


MR. CALLAHAN: Well, maybe by reporting on a quarterly 
basis they will now have a quicker idea of what is happening. 


MS STEPHENSON: How often do banks have to report to the 
federal government, to the federal regulating agency? Monthly? 


A SPEAKER FROM AUDIENCE: Even more frequently than 
that. It depends on what it is. 


MS STEPHENSON: Even more frequently. 


MR CHAIRMAN: We are getting a little bit far afield. 
Thank you. 


MR. FOULDS: Anyway, | wonder if we could take a look at 
those three questions that | raised and see what kind of formal 
mechanisms there are, if any, in those three situations. 


MS STEPHENSON: |! would hew to the idea that if there 
were a way to demonstrably increase the sense of responsibility of 
boards of directors of those institutions, and there were sufficient 
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external impact within those boards as well, as a result of 
appropriate choices, that we would not get to this stage very often. 
And we have not, on the whole. As a matter of fact, Canadian banks 
have functioned, really, pretty effectively. 


MR. CALLAHAN: The banks have. 


MS STEPHENSON: Yes, the banks have. And so have most 
of the trust companies. You know, most of the trust companies have 
not gone down the drain. . There are one hundred oo etaung in 
Canada--operating in Ontario at the present time; more than that 
sige in Canada--and a relatively small number have gone down 
he drain. It is eee that it is so dramatic when it happens, and it has 
such a potentially damaging human effect when it happens, as well. 
And that is why, | think, most Peles are actually terrified of the 
idea that any financial institution will ever oF into any difficulty. 
But on the whole, those boards have done a preity good Job. 


; How_can we improve? How can we pale them to improve 
their function? | think that is one of the things that we should be 
asking and one of the roles that we should be attempting to pursue. 
Because really it is primarily their function, not ours. 


| have only been around here for 11 years, but | have to tell 
ou, Robert, that not all the wisdom of the world resides in Queen's 
ark! Nor does it reside on Parliament Hill. | 


MR. CALLAHAN: | have only been here a year and a half and 
| have found that out. 


MS STEPHENSON: Well, | found it out even before | got 
here, but it has been Bers every day of the week since then. And we 
have got to rely on the capability of the people out there. Is there a 
way in which we can be helpful? 


MR. FOULDS: On the other hand, when you do have a highly 
concentrated environment... 


MS STEPHENSON: Oh, yes. 


MR. FOULDS: ... you obviously need to have the state, 
because it is the only agent available, provide some regulatory 
function to protect the Consumer. 


MS STEPHENSON: Then should we be finding ways to 
ensure that there is not a terribly highly concentrated environment? 


MR. FOULDS: | do not know, but that is presumably what 
we are about. 


_MR. BOND: | have an interesting figure here, too: 50 per 
cent of insolvencies--near-insolvent and near-insolvencies in Canada 
since 1980 can be directly attributed to self-dealing. And the others 
would be attributable to things like an improper mix between 
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MS STEPHENSON: That demonstrates a lack of wisdom and 
a lack of the appropriate direction on the part of the board of 
directors. Now, how do we help them? 


MR. FOULDS: Corporations can be as stupid as 
governements. 


MS STEPHENSON: Not often! 


MR. CALLAHAN: Is it necessarily the board of directors of 
the loan and trust company or the bank, or is it necessarily the... 


MS STEPHENSON: The final responsibility rests... 


MR. CALLAHAN: ... the direction of the company, the 
parent company that perhaps owns and controls them? 


_MS STEPHENSON: But there are boards there as well, and | 
guess it is the self-dealing mechanism, the control of the 
Sel ei mechanism and the improvement of the board of 
directors which | would perceive. And obviously that is--| guess that 
is what the canes has looked at as well, as the best way to ensure 
that there is--but there has to be some way as well, it seems to me 
that we can set some guidelines for the continuing force o 
concentration. 


MR. BOND: The Ministry's main focus is on maintaining the 
solvency of the financial institution. | think ney made the point this 
morning that they were not really concerned with concentration. 


_ MS STEPHENSON: And they are not really concerned with 
the social impact, or necessarily with the economic impact... 


MR. BOND: No, no. The solvency, yes. 
MS STEPHENSON: ... of ongoing concentration, no. 


_MR. BOND: The solvency of the financial institution itself 
was their principal concern. 


MS STEPHENSON: Okay. So we have a job to do there. 
MR. McFADDEN: Well, again, | would question whether it is 
al responsibility, looking at the economic impacts. | mean, | think 
eir... 
MS STEPHENSON: Nobody is suggesting that it is. 
MR. McFADDEN: That is what! am saying, their job... 


MR. FOULDS: It may be that we have a wider responsibility 
in terms of looking at other areas than... 
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MS STEPHENSON: That is right, than we have considered 
we had at this stage of the game. Or that there may have to be yet 
another mechanism to ensure that, indeed, that kind of responsibility 
is discharged appropriately on a regular basis. 


MR. McFADDEN: You see, one of the problems | tnink that 
we are going to have is that the one aspect, though, of the Act that 
could create real problems in terms of ever allowing for any 
competition to build up are these capital requirements. 


Now, if you look at a start-up capital of $10 million--if you 
want to go on to commercial lending, $15 million--you know, you have 
gone up 10 times. You have gone from $1 million to $10 million. Well, 
you tell me how many new groups are going to show up, certain 
anywhere other than in a major metropolitan area, with $10 million 
of equity. And that is money, and it cannot be liened, it cannot be 
lienable, it has to be cash. You know, I--perhaps one thing that could 
be considered is whether in fact that $10 million threshold is too 
ee Maybe that.is what we have to do to maintain, as they have 
talked about, the integrity of the institutions. 


. And maybe, you know--and | do not think that we should 
necessarily meddle in all the work that they have done with all these 
committees and everything else, but there is no doubt about it that 
that threshold is going to make It very, very difficult for new players 
ever to come into this. | mean, there will be some, undoubtedly, but it 
le hard to visualize that many Canadian groups will be 
interested. 


MR. CALLAHAN: That would encourage concentration. 


MR. McFADDEN: That would tend to. Yes, that would tend 
to. It would just tend to keep the status quo the way it is with very 
little change. 


Now, | do not know if there are other types of financial 
institutions that could be more intermediate that could be 
encouraged, but | think that is one ne that would be worth looking 
at, is the threshold levels of people entering. Because if we pull ae 
the drawbridge that far, | just. question how many new people will 
ever happen. Certainly the idea of regional companies opening 
up--well, a company like Victoria & Grey probably would never have 
opened, would never have started. 


MR. CALLAHAN: Maybe there should be a staging of that 
threshold so, let us say, over the first five or ten years of operation 
that you would have to reach that threshold. And that would ensure 
that the--well, you could monitor them much more closely, too. 


MS STEPHENSON: lf they reach the threshold, then the 
opportunities available to them would be expanded. But you are not 
going to say that if they do not reach the threshold they are going to 

ave to close down at the end of the period of time. No. 
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MR. CALLAHAN: Oh no, no. No, but | think that is well 
said, that the opportunity is open to them and that the breadth... 


MS STEPHENSON: Would vary with that... 


MR. CALLAHAN: .. .would vary with that sort of reaching 
the threshold. 


| mean, that in a sense also puts a carrot there for them to 
succeed because at the end of that they are going to have a much 
larger area within which they can operate. 


MR. McFADDEN: Dare | say it, but you know, it may be... 
MS STEPHENSON: Yes, do go ahead. 


MR. McFADDEN: ... that we may want to 08) foreign or 
other money in, at least in part, to ence aee competition and new 
money into the field. Now, we have done that with the Schedule B 
banks and they have had some effect on adding competition to the 
banking business. 


MR. CALLAHAN: The trouble with the foreign banks, David, 
is that you are allowing foreign capital to be brought in here from, 
GbE ep countries where the stability of the political system is such 
hat you might be inviting collapse by the government--pulling out, 
because of conditions in a particular government. 


MS STEPHENSON: The attitude in the federal government 
Sy far He Mesh ele banks is concerned has never been that generous. 
ey really... 


_.MR. BOND: They are not. . .really they are commercial 
lending institutions. So... 


MS STEPHENSON: eathalh institutions. But they really 
are not--they have never, ever opened the door and said, you know, 
"Everybody come on in." 


_ MR. BOND: Yes, they do not encourage--it is not really 
Sele ee that is encouraged. ey are after the commercial lending 
market. 


MR. CHAIRMAN: Is that because of them or because of our 
federal government? 


_ MR. BOND: Because of restrictions placed on foreign banks 
operating in the country. 


| MS STEPHENSON: There really are not an awful lot of 
foreign banks in here from countries that tend to have labile 
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governments, or volatile governments. They tend to be from fairly 
Stable--very stable jurisdictions, as a matter of fact. 


MR. CALLAHAN: Well, | was just saying in terms of 
opening it up that that might be aconcern... 


MS STEPHENSON: Yes. 


_ MR. CALLAHAN: ... that the capital that would be injected 
here might be withdrawn because of their balance of payments or 
ve ae t. Let us say Mexico, for instance, if they were to open a 

ank here... 


MR. BOND: They have banks here. 


MR. CALLAHAN: Oh, they have banks here? Well, | would 
be very concerned because they are in a very fragile economic--not 


only that, but a political Climate that is such that they might be 


required to withdraw it. 


MR. McFADDEN: They would have to sell to somebody. 
They could not get it out of the bank. They could not get it out froma 
regulatory point of view. 


MS STEPHENSON: | think that in Canada you would 
probably have more difficulty battling the ultra-conservatism of the 
admission of foreign financial institutions than you would have 
battling the opposite end of the scale. 


MR. CALLAHAN: | am surprised there has never been a 
move a places like the United States, the Bahamas, and so on, that 
have all got branches of our banking system for a similar OU they 
used to have in the airline industry, that you had a bilateral 
agreement: you did not get one down there unless they got one up 
here. | am surprised that has never happened. 


MS STEPHENSON: It is not quite that way. 
MR. CHAIRMAN: Where is that conservatism coming from? 


MS STEPHENSON: It is traditional within the Canadian 
attitude towards the structure of the financial institutions that tend 
to support our economy. We have never been... 


MR. BOND: We do not have a freewheeling... 


_ MS STEPHENSON: No, no. We do not give away radios 
every time you deposit $1,000 in a bank, for heaven's sake, and we do 
not have the kinds of American Seen t that seem to appeal very 
well down there. That is just not done. If has never been done. Is it 
because our banks have had a somewhat British model from which to 
draw, you know, where pie Baae | wore a frock coat and Sulzcs 
trousers and a bowler hat in order to get into the building in the first 
place? There are times when the mental attitude sort of matches the 
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sartorial splendour of some of the British . . . 


MR. CALLAHAN: Some of them wear Jimmy Carter and 
Reagan masks when they go in! 


MR. FOULDS: | would not malign the British banking 
system. 


MS STEPHENSON: | am not maligning the British banking 
system, | am saying that perhaps it was that example that gave this 
oo ee ate kind of attitude that it has towards financial institutions 
generally. 


. MR. FOULDS: We are still in the 19th century in terms of 
attitudes, whereas they have moved on to the 20th. 


MS STEPHENSON: Britain has moved on alittle, yes. 


MR. FOULDS: You are darned right they have. With 
computerization and new technology, British banks are probably far 
ahead of most North American banks. 


MR. CALLAHAN: That raises, if | could, a supplementary on 
this computerization. That introduces an entirely new picture with 
this computer banking, where they are having on-line banking so that 
you can go to one macnine and hit every bank and trust company. That 
will eventually be the result. What effect does that have on--right 
now, on the whole issue? Pretty soon you are really going to be 
dealing with a machine that will be open 24 hours a day and will 
access you to almost any financial institution you choose. 


MS STEPHENSON: In a limited fashion. 


= MR. CHAIRMAN: What effect will it have? It will be more 
efficient, | suppose. 


MR. CALLAHAN: It may be more efficient, but has that 
been considered in terms of Bill 116 as to the--maybe that is taking 
it a little too far afield, but | think it is planning for the future as 
opposed to planning just for what is up now. | would be ver 
interested in--if we are not already going to have someone from the 
banking community and perhaps from the trust community tell us 
first of all what its the final result, as they see it, now going to be 
with reference to that type of computerized banking, and maybe what 
impact that will have on the concentration, the inner workings of 
trust companies and banks. | do not know. 


MR. CHAIRMAN: Is there someone that we could ask that? 
Or perhaps we already have some witnesses that could help us. 


MR. BOND: We could answer that question, | am sure. 
MS STEPHENSON: The flexibility which that pennglagy 
e 


provides should not necessarily encourage greater corpora 
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concentration within financial institutions. 
MR. BOND: | would not think it would be... 


_ MS STEPHENSON: In fact it could--it might work in, the 
ppp ose direction. And | guess what concerns us all are those kinds 
of safeguards that can be built into the technology to ensure that 
there is not a great deal of ey robbery that occurs as a result of 
someone knowing more about the technology than someone else. 


But there are impacts of that. technology which are going to 
be important to the individual depositors, which may in fact have 
some--which may increase my concern about whether that individual 
depositor really Knows enough about the financial institutions to deal 
with it effectively. ; 


_And_| guess, you know, js that a responsibility of the 
financial institutions, to start providing the educational program 
which will ensure that that--or whose responsibility is it to ensure 
that the guy who carries a lunch pail is going to have access to the 
services which he needs and knows which are the best to use for his 
purposes‘ 


MR. BOND: Just. an interesting aside, the whole 
computerization of the banking industry and the use of bank machines. 
We talk about whether or nota large corporation brings with it 
benefits like innovation. It is interesting to note that if was the 
credit unions that first introduced bank machines into Canada, not the 
banks themselves. 


MR. CALLAHAN: Were they before VISA and Mastercard? 
MR. BOND: | believe so. 


MR. CALLAHAN: The implications here--| do not want to 
go too far afield, but the implications of VISA and Mastercard and 
ese other cards are that--for example, you go into Simpson's... 


MS STEPHENSON: A cashless society. 


MR. CALLAHAN: If you go into Simpson's you can use VISA 
and Mastercard and you might pay, whatever, 16 or 17 per cent 
interest, | guess, if you do not pay your account within 30 days, 
whereas Simpson's, if you run an account with them and you do not 
pay, it is 28 per cent per month. 


MS STEPHENSON: Well, the rule to follow is pay your 
bloody account, and then you do not have to worry about it. 


MR. CALLAHAN: No, no, but the point | was trying to make, 
Bette, was that... 


A SPEAKER: That is monetary rates, 28 per cent per 
annum. 
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MS STEPHENSON: Yes. 


_ MR. CALLAHAN: But the implications--the reason | raised 
it, the implications of that is that the banks really are--and | Suppose 
the trust companies at some Dees are Ca getting involved in the 
operation of other types of business, an Soules with them, 
without actually having a--you know, buying contro! of them, they are 
just--they are controlling inthe... 


MS STEPHENSON: Would Simpson's be happier not to have 
to have their own credit cards and to use the bank's credit cards? 


MR. CHAIRMAN: Probably would. 
_MS STEPHENSON: That would actually lessen their staff 
responsibility, the numbers of people that they would have to hire, 
because indéed all of that would be... 


MR. CHAIRMAN: David says they like having their own 


cards. 
MS STEPHENSON: Do they? 
e MR. BOND: Oh yes. They stand by the elevators selling 
em. 
MR. CALLAHAN: Sure, because if they are getting 28 per 
cent... 


MR. CHAIRMAN: | guess so. Eaton's for the longest time 
would not take anything else. 


MR. CALLAHAN: No, none of them would. 
MS STEPHENSON: Do they now? 
MR. CHAIRMAN: They do now. 


a MR. CALLAHAN: Even Canadian Tire--that is actually how 
ey... 


: MR. CHAIRMAN: They eventually had to. | for a long time 
did even shop at Eaton's because | did not have a card. 


MR. CALLAHAN: That is right. And that is actually how 
they have gotten into a much larger field of operation. 


MS STEPHENSON: |! would like you to know that 40 years 
ago when no credit organization would give any female credit, Eaton's 
gave me credit and they gave me a Credit card, and | have always had 
my own credit card in my own name and they loaned me--mind you, 
the only time | ever borrowed money was from Eaton's Financial 
Services, which was nothing at that point. And because | have never 
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borrowed any money, if | try to get a mortgage right now the banks 
want my blood in a bucket in order to give me money, because | do not 
have any credit rating, except | always pay my bills. 


MR. BOND: If you pay your bills you do not establish a 
credit rating. 


MS STEPHENSON: That is right. 
MR. CALLAHAN: That is not a good idea. 


MS STEPHENSON: That is Melis yes. And as | said, it was 
ie yee #00 that | borrowed money last time. | have never borrowed 
it since then. 


MR. CALLAHAN: Well, they gave advice at university one 
time that we should go out immediately upon graduation and borrow 
5,000 and pay it back the next day. Then you suddenly become "A". 


MS STEPHENSON: But! did that; | borrowed the money for 
a car and paid it back within a year. 


a MR. CALLAHAN: Well, you should have had a credit rating 
en. 


MS STEPHENSON: But that was 40 years ago. 


MR. CHAIRMAN: Well, maybe we should drop it, unless you 
have something else? 


MR. FOULDS: |! was just going to say that since the 
meeting has degenerated into our own financial difficulties in one 
way or another. . . 


MR. CHAIRMAN: | think you are right. | think it may have 
been a very difficult meeting, particularly for Hansard to handle, but 
for us it has been a really valuable, freewheeling discussion that | 
think probably for the first time has allowed us to impress upon 
ourselves what the problems are that we are investigating. 


And | thank you very much, David, for opening some of these 
lk of worms and letting us feel around inside. And | will see you 
all tomorrow. 


The committee adjourned at 3:40 p.m. 


STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 
CORPORATE CONCENTRATION 


WEDNESDAY, SEPTEMBER 17, 1986 


© 


STANDING COMMITTEE OW FINANCE AND ECONOMIC AFFALRS 
CHAIRMAN: Cooke, D. R. (Kitchener L 
Ashe, G. L. (Durham West PC) 

Batlow, W. W. (Cambridge PC) 
Ferraro, R. E. (Wellington South L) 
Foulds, J. F. (Port Arthur NDP) 
Haggerty, R. (Erie L) 

Henderson, D. J. (Humber L) 
Mackenzie, R. W. (Hamilton East NDP) 
McFadden, D. J. (Eglinton PC) 
Stephenson, B. M. (York Mills PC) 
Ward, C. C. (Wentworth North L) 


Substitution: 
Callahan, R. V. (Brampton L) for Mr. Ward 


Also taking part: 
Morin-Strom, K. (Sault Ste. Marie NDP) 


Clerk: Mellor, L. 
Clerk pro tem: Carrozza, F. 


Staff: 
Bond, D., Research Officer, Legislative Research Service 


ERRATUM: 


Mr. McKenzie should be Mr. Mackenzie throughout this issue. 


1 F-9 
The committee commenced at 10:10 a.m. in committee room 2. 


MR. CHAIRMAN: | imagine you are wondering why | asked 

Eee to come here this morning. | imagine some of you thought it was 

ecause you were going to hear from a representative of the Canadian 

Labour Congress, Mr. Ortlieb telephoned at 9:47 this morning to 

indicate he was ill and unable to make it, and that no one else 

apparently_could come in his place, nor Is there a written brief 
available. Surely he knew he was sick before 9:47... 


MR. McKENZIE: Well, apparently a few months ago he had a 
series of minor heart--| do not know if real attacks or problems--but 
he is the key guy in that area, | know, at the moment. Whether 
something has happened, | do not know. 


MR. CHAIRMAN: So at the moment we have not rescheduled 
that. We can talk about a few housekeeping things for a couple of 
moments, but | do not have anything else on the agenda today or, for 
that matter, for tomorrow. 


MR. ASHE: Did you say any tae fell into place, Mr. 
Chairman, for tomorrow, or It Is still blank tomorrow? 


MR. CHAIRMAN: No... | 


MS STEPHENSON: That is too much to hope, that with 
such short notice we would get. . . 


MR. CHAIRMAN: We have made contact with the Insurance 

Bureau of Canada, and they have not really responded yet in a very 

BOS uve way, but | guess the President is going to talk to the 

hairman of the Board. | think their concern is they do not have a 

BeSeeen corporate concentration. | suppose we are less interested 
Ina position... . 


MS STEPHENSON: Than we are in their experience. 


MR. CHAIRMAN: .. . in experience, yes. We have to 
continue to try and get that across... 


: MS STEPHENSON: Is that not really what we should be 
telling all of them? Because | am sure that is one of the reasons they 
are reluctant--many of them are reluctant to say yes immediately. 


THE CLERK: | do explain, and we senda Soy of the memo 
repared by the Committee on what we are doing, and if they have any 
urther specific questions then | give them David's number--either 

the Chairman or David Bond--and they do contact them for more 

specific information. So to me, my impression is they seem to be 
afraid to appear. 


: To bring you up to date, for instance, | called yesterday the 
credit unions. | spoke to a.Mr. Atkinson, and he was again hesitant 
and wanted more information, which--| passed the name along to 
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David's researcher, and he did not call him; | do not know the reason 
why. But! assured him that we were not here to crucify them in any 
way, but merely for them to express to us their concern and their 
position in this... 


MS STEPHENSON: But not necessarily their position, this 
is the point. It is the kind of experience which they have had within 
their own field that we really need to know about, because obviously, 
Ae they may have developed positions, we are not as concerned 
about their positions as we are about what ours is going to be after 
we have heard all of the information. 


THE CLERK: | think that | can safely say that he expressed 
a concern, and his concern was that he sees some seriousness in the 
small credit unions becoming large. And he felt that he could come 
gel Committee and express that view. | think that is quite 
correct. 


MR. CHAIRMAN: Mr. Foulds? 


MR. FOULDS: | was just WOngetDg if we could, then, go 
Bue clas and see what we have actually nailed down and how 
irm that is. | 


MR. CHAIRMAN: On the other hand, very much on the other 
hand, we_received_a telephone call from the Deputy Minister of 
Industry, Trade and Technology, who asked to if they could be invited, 
Aue : no eae they could, and we tentatively scheduled that for the 

of October. 


Maybe Franco could just go HUE the agenda we had 
yesterday--we were handed yesterday. There has been some changes 
already in that. 


aD ogee THE CLERK: On September the 23rd, those three 
individuals will appear... 


MR. ASHE: Is there no change until the 23rd from what we 
got yesterday? 


THE CLERK: No... 
MR. ASHE: So there is nothing for the rest of this week. 
THE CLERK: There is nothing for the rest of the week. 


MR. FOULDS: Okay, so the 23rd, next Tuesday, we have 
Royal Trust... 


_ THE CLERK: Toronto Stock Exchange and Ontario Securities 
Commission. 


MR. FOULDS: Okay. And those are firm? 
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THE CLERK: Yes, they are. 
' MR. CHAIRMAN: Anybody with any comment on the amount 
of time we have allotted, please mention It now. On the amount of 
time we have allotted to various witness. 


MR FOULDS: In the morning hearings we sit till 12:30, is 
that correct? 


MR. CHAIRMAN: Yes. j 

MR. FOULDS: And then in the afternoons till 4:00, or 4:30? 

MR. CHAIRMAN: Yes, 4:00 to--let us say 4:30. 

MR. FOULDS: If necessary. 

MR. CHAIRMAN: Yes. 

THE CLERK: If necessary. 

A SPEAKER: But not today or tomorrow. 

MR. CHAIRMAN: Not today, no. 

MR. ASHE: Today it will not count. Ten-thirty, maybe. 

THE CLERK: On Wednesday, the 24th, they both confirmed 
and we. are double-checking it again.. We usually call them the day 
before, just in case something has come up. 


MR. CHAIRMAN: Did that happen yesterday with the Labour 
Congress? 


THE CLERK: We called the secretary and there was no 
response. As far as she knew--as far as the secretary knew, 
everything was go for today, but unfortunately... 


MR. CHAIRMAN: | think we must give them the benefit of 
the doubt... 


MS STEPHENSON: | guess the thing that surprises me is 
that--the only thing | am surprised about is that there is not anyone 
that he could fall back on as farasthe... 


_MR. McKENZIE: He has been pray in charge. | imagine his 
connections, more than anything else, are with the whole bank and the 
organizational efforts of the VISA and the banks, and he has had sole 
responsibility for that from the Congress level and has run into a lot 
of problems. 


MR. CHAIRMAN: Well, it probably is wise, then, that he did 
not try and send a brief, and we can try and reschedule him... 
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Mo's TEPRENSON: yes". 


MR. CHAIRMAN: ... at the earliest time that he is able to 
come. 


MS STEPHENSON: We might do better on the 25th... 


MR. McKENZIE: The clerk can get hold of him but | will 
also call him. 


MR. CHAIRMAN: On the 23rd and 26th, the NDP have a 
Caucus... 


MS STEPHENSON: Oh, right, yes... 


_ MR. CHAIRMAN: That does not mean we could not do 
something on the 22nd, or the Friday, for that matter... 


MR. McKENZIE: Well, the 25th is still open--no, the 25th 
is not, |am sorry. The 22nd and 23rd are open--the 23rd and 24th are 
open... 

MR. CHAIRMAN: Or the afternoon of the 24th, yes. 


_ MR. FOULDS: | think it would be a mistake to try to put 
something on the 22nd now, considering the history... 


THE CLERK: Yes... 
MR. FOULDS: ...and if we are going i people we want 
to.aive them, | think, enough time to prepare good material for us so 
_. THE CLERK: If! may clarify, these dates and times were 
specifically asked for by the individual... 
MR. FOULDS: Oh, good. 


THE CLERK: ... so that when there is a date here, they 
requested it. 


ie MS STEPHENSON: Well, what about the Tuesday the 30th, 
en tore: 


MR. CHAIRMAN: In the afternoon? 
MS STEPHENSON: ... inthe afternoon, for CLC? 
THE CLERK: | can request, or suggest that date. 


MR. BARLOW: Excuse me, we are not going to be sitting on 
the 25th, is that right? 
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ra MR. FOULDS: Yes, it is in Thunder Bay, so we have to be 
ere. 


MR. BARLOW: Are we meeting in Mickey's riding or yours? 


MR. FOULDS: It is actually in Mickey's riding. When Mickey 
steps down, we figure we have got a chance at a seat next time! 


MR. CHAIRMAN: All right, there is no problem with... 
THE CLERK: It Is free, then. 


MR. CHAIRMAN: It is free time. The 1st of October is 
looking fine. The 2nd of October--you have moved the Trilon. 


MR. FOULDS: Okay, on the 20th to the 30th, so far we only 
havedie One... 


MR. CHAIRMAN: Mr. Carrozza has the floor. 

THE CLERK: If | could clarify, | spoke to a Ms Zera, from 
Royal LePage, who is handling the goverume et relations for Trilon. 
Initially they had agreed to change their time so that the Committee 
could go and see Diane Francis, but unfortunately... 

MR. CHAIRMAN: What date are we talking about? 

THE CLERK: October the 2nd... 


MR. CHAIRMAN: Okay, what has happened to the 30th of 
September? 


MS STEPHENSON: Nothing. 
THE CLERK: Nothing. 


MR. CHAIRMAN: We have got the afternoon free. We can 
put somebody in there. 


All right. 


MR. FOULDS: The 1st of October, all three of those are 
confirmed and okay? | 


THE CLERK: They are confirmed. 
MR. FOULDS: Okay. Okay, | have caught up to you. 
THE CLERK: October the 1st, the first two are confirmed. 


Now, the Committee requested that | speak to the Trilon 
people. | did. Initially they were... 


MS STEPHENSON: That is October the 2nd? 
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THE CLERK: Yes, October the 2nd... 
MS STEPHENSON: Okay. 


THE CLERK: ... they were receptive to it, but on double- 
checking with their people who were appearing, they had scheduled 
other things and | Suggested that if it could be--we wanted to speak 
to them, really speak to them--perhaps 4:00 o'clock of the same day, 
ee that the Committee could go to hear Ms Francis. And they will try 
Otee. 


MR. CHAIRMAN: So that is the day they want to speak 
then, the 2nd? 


THE CLERK: Yes. 

MR. McFADDEN: Could | make a suggestion... 

MR. CHAIRMAN: Yes... 

MR. McFADDEN: ...on the Diane Francis thing? 

| am not opposed to our visiting the Empire Club to listen to 
her speak. | would wonder, though, if it would not be more productive 
from this Committee's point of view to invite her to come here. Now | 
do not know if we could tempt her to do that. 

THE CLERK: | spoke to her office and she is across the 
country promoting her book and will not be back until the end of 
October. And | was ae the name of, | imagine it would be her 
manager or publisher, | am not sure, Carmel Schaffer, and | could not 


get ahold of him yesterday but | will try today and see if something 
can be worked out. 


MR. CHAIRMAN: For instance, the morning of Friday, the 
3rd, if she is going to be here--Mr. Ferraro. 

MR. FERRARO: Might | bring to the Committee's attention a 
conversation | had with Pat Laval yesterday, and | do not know if you 
have already discussed it... 

THE CLERK: Yes, we have that... 


MR. FERRARO: Is he coming down? Because he would like 
to make a presentation to the Committee as well. 


_ MR. CHAIRMAN: We have tentatively scheduled him for the 
morning of October 6th. 


MR. FERRARO: Very good. 
MR. CHAIRMAN: So he can have the last word, if it is the 


last word. 

Ms Stephenson? 

MS STEPHENSON: lf Trilon cannot reschedule their group 
to 4:00 o'clock--| do not want to miss that because | want to hear 
what excuses they have... 

THE CLERK: They do not wish to miss it; they are very 
concerned and would like to be here, and they will try to arrange it as 


best as they can. The unfortunate part was fhat they had scheduled 
that time to be here... 


MR. BOND: We could always move it to 2:30 and then the 
other presentation at 3:30. 


MS STEPHENSON: Why not? Thatis... 
THE CLERK: | certainly will try that. 
MS STEPHENSON: | tell you, the major problem you are 
going to have is getting down there, because--| have a horrible 
Suspicion you are going to miss lunch. But that is all right. 


MR. CHAIRMAN: That ts really--the Food and Commercial 
Worker's Union is a bigger impediment. 


MS STEPHENSON: _ Yes, at 11:30, that is--because you 
really are going to wani to talk to them. 


MR. CHAIRMAN: Have we talked to them? 


th THE CLERK: No, not at the moment; | have not talked to 
em. 


_ MS STEPHENSON: Do you suppose there is a possibility 
they might come in earlier? 


THE CLERK: | shall certainly speak to them. 
_ MR. McFADDEN: | find it a bit bizarre that a Legislative 
Committee is sitting here agonizing about how to get to lunch at the 
Empire Club! | 


MR. ASHE: There is a rumour going around that you are 
buying! 


MR. McFADDEN: Here is a solution right here: if we could 
just get a video tape of her presentation... 


MS STEPHENSON: That's right, by CURT. 
MR. CHAIRMAN: That is right. 
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MS STEPHENSON: We would have no problems. 


MR. McFADDEN: | think we are just getting ourselves all 
tangled up... 


MS STEPHENSON: | think we should just leave it... 


MR. McFADDEN: ... leave it. We have got Trilon; | do not 
think we should go rushing out and try to get back... 


_._ MR. FOULDS: May | second Mr. McFadden's suggestion? We 
get a video tape and... 


. MR. CHAIRMAN: We will ask Mr. Carrozza to try and get a 
video tape and we can watch it at our pleasure. | am sure Rogers 
would be happy to provide it. 


MR. McFADDEN: The Empire Club doesn't know what they 
missed! 


_ THE CLERK: | have some further information. The 
Committee requested that | speak to Merrill Lynch. The gentleman 
that would be speaking to_us, unfortunately, he will not be available. 
He is coming back in mid-October, and he is the only that is in charge 
specifically of this issue. 

MR. ASHE: It is a big subject for one person. 


MR. McFADDEN: Either that, or it is a smaller subject than 
we thought! 


MS STEPHENSON: Anything about the CLC? 


THE CLERK: No, not yet. We are trying to get them in on 
the 30th. 


; MR. CHAIRMAN: It would be better if we could get them 
earlier. 


MS STEPHENSON: On the 30th? But you already had 
booked someone for the 6th of October? 


THE CLERK: Yes, it is the Deputy Minister of Industry, 
Trade--Pat Laval. 


MS STEPHENSON: Ah, MITT. 


_MR. McKENZIE: What dates are you suggesting in terms 
of--providing that we can get Ortlieb from the CLC? 


THE CLERK: The 30th, in the afternoon, at 2:00 o'clock. 
MR. McKENZIE: Okay. 
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THE CLERK: We are going to be using the week we 
scheduled for making the report. And any time after that we could 
be--the week of October the 6th. 


MR. McKENZIE: It could be the beginning of the week of 
October 6th, if necesasary. 


THE CLERK: That is correct. 


_ MR. McFADDEN: | do not know how many days this report 
is going to take to write, since we do not really know what we are 
going to Say, SO... 


MR. CHAIRMAN: No, | am not worried about... 
MR. McKENZIE: | think it is going to be short! 


MR. McFADDEN: Maybe we should use the 6th and the 7th, 
if we can get some useful witnesses to come. Otherwise... 


MR. CHAIRMAN: Well, Mr. Laval would actually prefer the 
7th, but |_ kind of pushed him into the 6th because of the way our 
schedule is now. Is it all right to say the 7th to him? 


MS STEPHENSON: Sure, why not? 


MR. FOULDS: As you know, Mr. Chairman, from our 
conversation, if we are doing actual writing of a serious report on the 
8th and the 9th, | have a serious problem because | have to be on the 
Public Accounts Committee on those two days for UTDC. 


MR. CHAIRMAN: That is why we are writing the report on 
the 8th and the 9th. 


MR. FOULDS: Then you will have a serious problem because 
| will come in and want to rewrite it. 


MR. CHAIRMAN: | was just kidding. 
Doers: MS STEPHENSON: If indeed a significant representation of 
individuals who we--or eee that we probably should hear from are 
not going to be available until after the date that you have suggested 
you are going to write the report, | am wondering what it is we are 
going to write? 


MR. FOULDS: Yes, exactly. | suspect we might make better 
use of that week to schedule... 


MS STEPHENSON: To hear people. 
MR. FOULDS: ... to hear people, | would agree. 


MS STEPHENSON: And ask for some dispensation related to 
the time that you have scheduled. 
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MR. CHAIRMAN: We have, of course, the mornings of the 
16th, 23rd and 30th also available... 


MS STEPHENSON: Yes... 
MR. CHAIRMAN: ... before the end of October... 


MS STEPHENSON: Yes, and that does not include the 
possible use of the Friday as well, does it? 


MR. CHAIRMAN: Yes, we could sit Fridays and in fact we 
could all lobby our whips for more sitting time before it is written in 
stone and the House opens, for that matter. 


MR. McFADDEN: Well, it seems to me that there is sucha 
lethora of studies and committees who have looked at it, this 
ommittee could lose any credibility it might have, permanently, if it 

were really to do a terrible job... 


MS STEPHENSON: That is right. 


MR. McFADDEN: ...on its research at this point, you know, 
and then come out with a report that is really completely out of it, 
mainly because we do not have enough background knowledge and have 
not done an adequate canvass of knowledgeable opinion in the area. 
Given the fact that Senate committees, Commons committees, other 
legislative committees and white papers and task forces have looked 
at this, | for one would be very reluctant to get in a situation where a 
Legislative Committee of this House came out with a report that 
would be regarded as--| hate to use the word, but half-assed or... 


MR. FOULDS: Half-baked is the phrase you are want. 


MR. McFADDEN: Half-baked. It would it be better to have 
no report and just say it requires further study, than to come out with 
an irrelevant or poorly done report... 


MR. FOULDS: | agree. 


MR. McFADDEN: ...and consequently | think the week of 
October the 6th should be used, if at all possible, to have additional 


WSS Es so that we feel a lot more comfortable in what we are 
oing. 


Now, after we have met with the group of witnesses we 
have now got scheduled, my concern might be thai it may leave more 
questions than answers. My experience with the Select Committee, 
which of course went on at some length, was that as we got into it 
we thought of more and more things we wanted to look at. 


Now, unless this subject turns out to be very narrow and 
very focused, we may well, by the time we head towards the end of 
next week or the week following, have thought of a lot more people it 
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would be worthwhile talking to; maybe that will not be the case. So | 
Pert. ee we are going to need the week of October the 6th 
available to us. 


As for the period of time when the House gee back, | guess 
we are stuck with half-days at the very best, on Thursday mornings, 
from then on, unless there is a delay in calling back the House. | do 
not know if there is any indication of any delay... | 


MS STEPHENSON: It looks like the I4th... 


_ MR. McFADDEN: _ It is still scheduled, is it? All right. | 
was just looking at the Chamber; it is still under extensive 
renovation, but | presume they will be up and running. So | would 
wonder if the Chamber itself might be ready, but even if it is it would 
Still leave us, what, three Thursdays. We would probably have a hard 
time achieving the objective of getting the report printed in the 
House by the 30th or the 31st of October, but it is not impossible, | 
suppose, if we kept it--it does not have to be bound and done in any 
particularly elegant fashion. 


MS STEPHENSON: We could get them Xeroxed. 


MR. McFADDEN: | am not so sure that the legislature itself 
would be scandalized if we were a week or two late. | have not heard 
that other members of the House were that anxious. 


MS STEPHENSON: Well, it would seem to me that that 

would be sensible, because it is increasingly obvious that if we are 

Oing to produce anything that is worthwhile, since we are not pon 

oO be able to hear some of the pee that we ay feel we shoul 

hear within the timeframe, that we have to provide jor some kind of 
flexibility in this. 


MR. CHAIRMAN: Mr. Ferraro? 
MR. FERRARO: Thank you, Mr. Chairman. 


Mr. Chairman, | just want to echo what David has said and 
ersonally apologize to the Committee if they have already discussed 
his, but have we made arrangements, or are we inclined to invite 
~ somebody from_the CDIC and/or some federal perspective, either out 
_ of Barbara MacDougall's office, or... 


MR. CHAIRMAN: We have the Federal Ministry of Consumer 
and Corporate Relations scheduled. 


MR. FERRARO: Well, the_paragon of stability, to some 
degree, outside of the government is CDIC, and it appears to me you 
may want to get somebody to come and speak tous... 

A SPEAKER: Who is CDIC? 


MR. FERRARO: It is Canada Deposit InsuranceCorporation. 
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A SPEAKER: Oh. 


MS STEPHENSON: Its role is--well, it is a limited role. 
An important one, there is no doubt about that, and it certainly might 
add to the perspective. 


MR. FERRARO: We could get some facts and figures too, | 
think, Bette, or even ask them for a submission. 


MS STEPHENSON: Yes, yes. Facts and figures should not 
be too difficult. 


MR. FERRARO: Well, how stretched are we, from an 
insurance standpoint? Has it got worse? Or is it better? 


im MR. CHAIRMAN: Insofar as hearing from the insurance 
people’ : 


MS STEPHENSON: No, from CDIC... 


. MR. CHAIRMAN: We have not talked to CDIC, so it sounds 
like a good idea, especially if they can give us some specific figures . 


| MS STEPHENSON: _... .which relates specifically to 
institutional frameworks in that role. 


MR. FERRARO: Well, that is the crutch that 90 per cent of 
the consumers depend on, really. 


MR. McFADDEN: Well, their submission as | would 
understand it could only relate to their responsibility, which is 
insuring deposits. 


MS STEPHENSON: Yes, that is right. 


MR. McFADDEN: It would not deal with corporate 
concentration. 


THE CHAIRMAN: No. We could get facts and figures, 
however. 


MS STEPHENSON: The result of that might in fact 
demonstrate that corporate concentration might serve depositors 
much better than... 


MR. CHAIRMAN: Fair enough. 

Mr. Haggerty? 
nar MR. HAGGERTY: | have a suggestion. Has anybody been 
invited from the automobile sectors in Ontario, particularly General 


Motors, Ford Motor Company, the American Motors Company? You 
Know, the mergers now with Japanese firms and that, you know. We 
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should be taking a good close look to see what direction, because we 
are gearing ouselves up in Ontario for a one-industry business again 
and if we get a_downfall in it you are going to see serious 
consequences in Ontario in regards to employment. The question is: 
why can't we get, you know, 2.9 per cent interest on cars here? The 
same buyers. . . 


MR. FERRARO: Come to Guelph, and you can get it. 


MR. HAGGERTY: | am just saying, you know, this is an area 
that we should be taking a good look at. | mean, you know, when you 
are gearing your industry up in Ontario more so for the automobile 
sector than anything, it reminds me just like the nickel industry in 
the Province of Ontario where everything was geared to that and all 
of a sudden the market fell out of it and it was gone, you know. 


MR. CHAIRMAN: So you would suggest that we ask General 
Motors... 


MR. HAGGERTY: Sure, andsee... 
MR. FOULDS: Mr. Chairman, on a point of order. 


_ We had this argument. six weeks ago and resolved the 
Committee to look at financial institutions, over some reluctance 
expressed by me and this party, because that was the wish expressed 
by the Liberal and the Conservative members of this Committee. And 
| made a very strong argument, as you will recall, Mr. Chairman, that 
we should look at resource ae And the agreement, as | 
understood it, by motion, was that we would look at financial 
institutions and then the resource industry. And so | think inviting 
General Motors at this point is a mistake, and irrelevant to our 
particular inquiry. 


MR. HAGGERTY: Well, it... 


_ MR. FOULDS: The question that Mr. eT he raises is a 
verry important one AUD ee crucial to the economy of this province, 
an it = ate one that this Committee decided to look at in the next 
ittle while. 


MR. CHAIRMAN: Mr. Haggerty? 


MR. HAGGERTY: But the point is you are having a hard time 
getting witnesses to come before the Committee now. | mean, there 
Is days that you are going to be sitting there doing--well, | should not 
say nothing--but there is days you are going to have to cancel 
meetings. And |am just saying that, youknow... 


MR. FOULDS: It will not help the focus of the Committee 
to be looking at different sectors during... 


MR. HAGGERTY: If you... 
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MR. ASHE: Mr. Chairman, could we get back to the subject 
at hand? 


MR. CHAIRMAN: Just a minute. Ray certainly may, if he 
wishes, raise the issue again; that is all he has done. It is probably 
out of order to invite GM in view of the motion that was passed, buta 
new motion certainly could be raised to--which | think is basically 
what Mr. Haggerty is saying--that we could fill the time, | Suppose, 
by looking at other corporate concentrations. 


MR. HAGGERTY: Because really, we are not settin 
down--following the principles set down 4 the Treasurer to look a 
the upcoming budget pre-hearings and that. And that is all | am 
saying, is that we should be getting into... 


MR. CHAIRMAN: You are really throwing it out as an idea 
at the moment. 


MR. HAGGERTY: Sure. 
MR. CHAIRMAN: Mr. Barlow? 


MR. BARLOW: Would there be any advantage here--we 
talked about bringing the, what is it, the federal tinance--the 
Blenkarn Committee, you know, either meeting there or here sort of 
thing, with them or a delegation from that committee, you know, in 
view of the report that they have done. 


_MR. BOND: We have copies of the Blenkarn Committee's 
report; if you would like to peruse It | will get you all copies. 


MR. BARLOW: | guess | am asking a question... 


MR. CHAIRMAN: | do not know if there would be that much 
value talking to the members because--unless Ms Stephenson has a... 


MS STEPHENSON: Well, it seems to me that there are 
some what | would consider significant omissions in the final 
recommendations of the Blenkarn Report, and | would like to know 
why. Because | cannot get an understanding of the rationale for the 
omissions within the document and evidence. 


MR. CHAIRMAN: We should invite Mr. Blenkarn... 


_ MS STEPHENSON: Well, what | would like is to have the 
Committee decide whether they agree with me or not that those 
Omissions should in fact be explored, and the rationale for leaving 
them out. Maybe we can think about that over the weekend and then 
we can decide that next week, but that is one of the things that 
is--that | think might be reasonable. Because some of the directions 
they are pursuing are not totally in line with the philosophy related to 
116; there is some discrepancy, and | want to know why that is there. 


MR. CHAIRMAN: Any comment on that? 
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Mr. Foulds? 

MR. FOULDS: | think that Dr. Stephenson makes a very good 
oint. | would like to think about it and maybe make a decision about 
hat next week... 

MS STEPHENSON: Next week, yes. 


_ MR. FOULDS: ... but. think your line of argument is very 
interesting and | certainly would like to give that some thought. 


_ MS STEPHENSON: There must be some reason for some of 
the things they did not do. | think they supported the things they 
suggested pretty well, but... 

MR. FOULDS: Yes. 
MR. CHAIRMAN: All right, so we will put that on the 


agenda to_discuss next week, then. Is that the wish of the 
Committee? 


The logical person would be Mr. Blenkarn himself, | presume. 
MR. FOULDS: And probably one ortwo... 
MR. CHAIRMAN: But you are not asking us at this stage to 
mane a eG as to his availability. His House starts sitting the 
st of October. 


MR. McKENZIE: Do we have a list of all of the 134 
recommendations they made on their committee? | presume we do. 


MR. BOND: Yes, we do. | have a copy of the report itself. 
MR. McKENZIE: Yes. 


ie MR. CHAIRMAN: The report itself would be too thick to 
distribute to all of us? 


MR. BOND: It is a very large book with 134, | think, 
recommendations. The... 


MR. McKENZIE: Is there a summary of any kind of the 
recommendations? 


MS STEPHENSON: A hundred and_ thirty-four 
recommendations is not that lengthy... 


_ MR. BOND: They are not that Elnhy) but it comes in book 
form with introductions in each section, and that. 


The report that they produced this year is available; it is 
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very short, itis only three pages. We could get the... 


MR. CHAIRMAN: The supplement, the June, 1986 
supplement, would that help us? 


MR. BOND: It would be helpful. 
MR. CHAIRMAN: Maybe we could... 


MS STEPHENSON: The list of recommendations plus the 
supplement would be of--| think that would be useful, yes. 


MR. FERRARO: Did we make a decision on CDIC? | am 
sorry, | do not wake up until Il:00. 


MS STEPHENSON: No. 

_  _MR. CHAIRMAN: CDIC. | understood it to be the consensus 
of this Committee that we would like to have them give us a 
presentation, a factual presentation of what they see in the industry. 

Any other business? 

MR. BOND: You might also want to hear from the NDP 
members of the Blenkarn Committee because they did not agree with 
the findings. They believed that it should be at 10 per cent on 
ownership, as opposed to 30 per cent; they thought 30 per cent was 
too generous. 


_ MS STEPHENSON: Steve Langdon was a member of the 
commitiee, yes. 


MR. FOULDS: He would probably be the best. 

MR. CHAIRMAN: Any other business? 

Until Tuesday morning, then, meeting adjourned. 
The committee adjourned at 10:40 a.m. 
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CORPORATE CONCENTRATION 
(cont inued) 


Mr. Chairman: We have with us today Michael A. Cornelissen, 
president of Royal Trustco Ltd. Mr. Cornelissen has a very hefty brief that he 


is going to go through and which is in front of you. He is prepared to 
entertain questions thereafter. 


ROYAL TRUSTCO LTD. 


Mr. Cornelissen: I would like to introduce William J. Inwood on my 
left, who is the senior vice-president and general counsel. We certainly 
appreciate the opportunity to appear before the committee to talk about 
concentration in the financial services industry and, in particular, about our 
views on the ownership of financial institutions. We understand you have 
provided a period for questioning, so we will limit our presentation to allow 
ror thats 


We propose to divide this subject into two parts. First, we want to 
register our strong conviction that our financial markets today are highly 
competitive, the more so because of the contribution made by major 
shareholders in the trust industry. Second, we want to deal with conflicts of 
interest and related-party transactions and persuade you that any opportunity 
for abuse that exists in these areas is independent of whether the 
institutions are closely or widely held. As well, we want to refer to Bill 116 
and discuss the impact it will have on this critical area. 


In our discussion of competition, we would like to tell you something 
about the global environment in which our financial institutions operate today 
and try to give you a perspective on the competitive forces we face. We want 
to do this in three parts. First, we want to give you some statistics on our 
industry, both on a world scale and on a domestic basis; second, we would like 
to illustrate for the committee the global scale of our marketplace; and 
third, we would like to describe for the committee some market share 
information we think will be persuasive with regard to concentration. 


Consider that today in the popular list of the Fortune 500 companies, if 
Canadian companies were on the list, the first Canadian company would be 
General Motors of Canada, ranking number 45. That listing includes only 
industrial companies. 


In the financial services industry, until recently, Citicorp was the 
largest bank in the world, although recently and with the appreciation of the 
Japanese yen, Dai-Ichi Kangyo Bank has overtaken it. The first Canadian 
institution on the Euromoney list of major banks is the Royal Bank of Canada 
and it is number 32. We have illustrated the comparative size of Canadian 
banks in table 1 and a graphic illustration of that point is found in 
appendices ] and 2, which you should have before you. 
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We want to ask you to narrow the scope to our domestic industry. Here we 
have listed for you, by balance sheet asset size, the ranking of the major 
banks and trust companies of Canada. You will see in table 2 that Royal Trust 
is number 10, with balance sheet assets of approximately $13 billion. 


The graph appearing as appendix 3 vividly illustrates the large gap 
between the top five banks and other institutions. You will note that the gap 
between the largest Canadian bank on the list and the first trust company on 
the list is $74 billion or six times the assets of Royal Trustco. In addition, 
Royal Trustco is more strongly capitalized than any other major Canadian 
financial institution. We do not mean to belittle Royal Trust, of which we are 
very proud, but we think these numbers bring some perspective to the 
discussion of concentration. 
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It was said by Deputy Minister Davies in his brief to this committee 
that small companies appear to be more vulnerable. I think that should be 
viewed in the light of the fact that, as a group, trust company loan losses 
amount to only 0.09 per cent of their assets, whereas loan losses by the major 
Canadian chartered banks amount to 0.64 of their assets, or almost seven times 
as much. 


As our second illustration, we would like to turn to the global nature 
of the financial services marketplace. While we do this, we ask you to keep in 
mind the relative size of Canadian institutions in world terms as we have 
described them to you. 


The abiding trend in financial markets today is globalization. In both 
financial intermediation, which is the deposit-taking and lending business, 
and market intermediation, which is the securities industry, markets function 
on a global basis 24 hours a day. 


Consider that today we operate merchant banking and other financial 
businesses in Hong Kong, Singapore and Japan. We conduct stockbrokering in the 
United Kingdom and operate commercial banks in the United Kingdom and in 
Switzerland. The business for which we compete is in these markets and, of 
course, at home. That is because many of our personal and commercial clients 
operate internationally and we must be prepared to meet and service their 
accounts on an international basis. On a functional basis, we and many other 
companies source part of our funding in the European markets. We participate 
in international loan syndications and source business of all kinds outside of 
Canada to bring into this country and vice versa. 


Many Canadian corporations list their securities in the international 
capital markets and have their shares issued in these markets. Many of our 
individual clients are mobile and expect us to be able to provide them with 
financial services wherever they go. Our clients frequently require bank 
accounts in different currencies and in different jurisdictions. 


Probably the most common example of the internationalization of 
financial services is something you are all aware of and probably carry, the 
payment card that allows you to tap your funds from remote teller locations. 
Our clients who carry these cards, for example, are able to access their funds 
from more than 10,000 locations right across North America. 
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Having said that we must compete with international firms and provide 
services in the global marketplace brings us to our third point, which is to 
illustrate with some market share information the high degree of 
competitiveness, or in other words the lack of concentration, that exists in 
our domestic financial markets. 


The trust industry brief filed with the committee by the Trust Companies 
Association clearly makes the point that the risk posed is not in 
concentration itself but in whether concentration results in a reduction in 
competition within a clearly defined market for particular goods or services. 
We reiterate the point made by our industry brief and believe that no evidence 
exists to support the concerns expressed about the current level of 
concentration in the financial services industry. 


To the contrary, we believe that consumers of financial services in 
Canada have never enjoyed a more competitive marketplace. To illustrate the 
degree of competition that exists, we would like to provide the committee with 
some statistical information by major product category. 


In table 3, assisted by graphic illustration in appendix 4, there is a 
comparison of the market share by type of institution of deposits, commercial 
lending, consumer loans and mortgage loans. I will pick up a couple of 
comparisons. 


With respect to demand and term deposits, the trust industry as a whole 
has an 18 per cent share of the market, compared with the banks' share at 65 
per cent. Royal Trust's share of demand and term deposits is 4.1 per cent. The 
market share of mortgage approvals for 1985 was 24 per cent for the trust 
industry, compared with 40 per cent for the banks. Royal Trust had 7.4 per 
cent of mortgage approvals. 


For corporate trust services, Royal Trust has 14.2 per cent of the 
market, while the largest player in the trust industry, Montreal Trust, has 
20.6 per cent. For mutual funds, the trust companies have 39 per cent of the 
market, banks have a 10 per cent share, life insurance companies have one per 
cent, while brokers and independents have 50 per cent. The Koyal Trust share 
is five per cent of the mutual funds market. 


On the basis of this information, we would agree with the statement 
found in the 1985 federal green paper, which says: 


"When, indeed, the number of different institutional groups serving 
particular markets is taken into account, there appears to be little cause for 
concern about concentration in the financial sector. At present, the number of 
firms active in individual markets is sufficiently large to ensure a very 
competitive environment." 


In addition to the wide degree of competition that exists with respect 
to traditional product services, we submit that the trust industry has been a 
major contributor to some key financial services industry innovations in this 
country. Some examples of this, provided by us and by others, are the 
following: 


You may have heard of the Royal LePage mortgage. This product was 
developed by Royal Trust with our subsidiary, Royal LePage, and was designed 
specifically to create an attractive convenience-oriented product for the 
consumer through a pre-approval process. Prior to its development, consumers 
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had to wait sometimes as much as a week to obtain mortgage approval during the 
delicate and often nerve-wracking process of buying a home. 


We introduced a three-hour approval process and followed it up with 
giving the real estate agent the ability to approve the mortgage on the spot, 
or indeed even before the sale took place. As a result of that, other 
institutions have since followed that lead. The Bank of Montreal has set up an 
arrangement with Block Brothers, and the Toronto Dominion Bank has set up an 
arrangement with Remax. 


Double-up mortgage: We have developed a double-up mortgage that gives 
consumers the ability to prepay a large portion of their mortgage every year 
by doubling up their normal monthly principal instalments. This gives 
consumers the ability to repay their mortgages much more quickly than they 
would have been permitted to do with other institutions. 


We have provided a new product called the Gold MasterCard, which 
introduced a one per cent discount on all purchases made with the card. The 
interest on the outstanding balance is also some 400 basis points less than 
that on competitive cards. This card is the only one of its kind, and it has 
gained widespread consumer acceptance as a result of the direct financial 
benefits associated with it. 


Longer opening hours: The trust industry has led the way to extended, 
longer opening hours, with the result that today many other financial 
institutions, including the banks, have also had to extend their operating 
hours from early in the morning to late in the evening. 


We submit to the committee that to view the presence of strong major 
shareholders in the trust industry as posing a threat of concentration is to 
view the issue wrongly. The opposite is true. The participation of strong 
major shareholders in the trust industry, by directly injecting more equity, 
giving financial support and encouraging innovation, has enhanced competition 
in what had previously been a highly concentrated banking system. It is a 
situation analogous to that of David and Goliath. The trust industry has 
discovered the Goliath-like banking system's major weakness, and the consumer 
has been the beneficiary of the changes across this system that the trust 
industry innovation has provoked. 


To place ownership controls on the nonbank trust sector would be to 
deprive consumers of a strong catalyst for innovation and an important choice 
in the financial services they can obtain. Earlier, we mentioned the trust 
industry's brief, which we fully support and which deals extensively with the 
topic of concentration. 


In the interests of time, we would like to turn now to the second part 
of our presentation and deal with the subject of related-party transactions 
and conflict of interest. . 


Committee members should understand that they are not faced with a 
choice between closely held or widely dispersed ownerhip, because there are 
today three models of ownership in the Canadian financial services industry: 
first, widely held institutions such as the chartered banks; second, closely 
held institutions; and, third, institutions such as Royal Trust, which have a 
combination of a major shareholder interest and a substantial public 
investment. 
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The debate on the topics of self-dealing and conflict of interest 
centres on the false assumption that closely held ownership is inherently 
dangerous and widely held ownership is inherently safe. Institutions may be 
either widely held and controlled by a small cadre of management or controlled 
by a major shareholder. In either case, it is the accountability of those who 
operate or own the financial institutions, both banks and nonbanks, that 
determines whether abusive practices can occur. 


10:20 


Self-dealing can be defined as a non-arm's-length transaction. This can 
include transactions between a financial institution and a major shareholder, 
directors, senior officers or affiliated companies. It is critically important 
to recognize that while some of these transactions are harmful--both Crown 
Trust and the Canadian Commercial Bank situation are examples--others are 
reasonable and proper commercial dealings between related parties. 


In simple terms, harmful self-dealing or conflict of interest is a 
win-lose situation. The interests of the institution, its depositors, 
consumers and shareholders all suffer. That is why rules in all trust 
companies' legislation prohibit making loans and investments that will benefit 
directors and major shareholders. 


On the other hand, where the related-party transaction occurs on 
arm's-length terms--in short, a fair deal--it is a win-win situation and 
beneficial to all parties concerned. The important principle that many related 
party transactions are constructive and reasonable has been recognized by both 
the Senate banking conmittee and the House of Commons finance committee. 


As we stated, harmful self-dealing or abusive conflict-of-interest 
Situations are possible in any type of financial institution, widely held or 
closely held, both bank and nonbank. It has long been our stance that the 
proper approach is to create a regulatory environment that fosters the 
accountability of management, directors and owners, while retaining the 
benefits that majority ownership of a financial institution can bring. 


In this regard, we believe a major shareholder can contribute 
significantly to the health of a financial institution. Consider some of these 
benefits: 


Major shareholders can provide important equity capital, which is the 
engine of growth and, ultimately, of competition. The financial support of a 
major shareholder can also backstop a financial institution in troubled times 
and thereby protect the interests of depositors and shareholders. 


A fundamental value that a major shareholder can bring to a financial 
institution is leadership to management, both in terms of direction and 
succession, and of ensuring management's overall accountability. 


Establishing ownership controls as a method of controlling self-dealing 
and conflict-of-interest situations is analogous to banning swimming to 
prevent drownings. Given the occurrence of tidal waves and floods, it is 
doubtful that such a regulation would be successful, and the benefits of an 
otherwise healthy and pleasant recreation must be forgone. So, too, ownership 
controls would be a crude tool with a questionable effect that would deprive 
. our financial services industry of the benefits a major shareholder can 
_ provide. 
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We have tabled with the committee a document we have prepared, entitled 
Responsibility and Innovation: Toward a New Framework for the Financial 
Services Industry, which details our business principles and our views on how 
the regulative process should be shaped. 


As we stated a few moments ago, we are the third model of ownership in 
the financial services industry. Therefore, we would like to take a few 
moments to highlight some of the principles under which we operate. 


At Royal Trust, our fundamental business principles include a major 
commitment to the quality, timeliness and accuracy of board and committee 
reporting; an emphasis on the number and role of independent directors on our 
board of directors; cumulative voting rules for the election of directors to 
facilitate minority shareholder representation; significant equity 
participation by senior management to ensure a clear mutuality of interest 
with all shareholders; a high level of accountability to a major shareholder 
and, most important, in the context of our discussions here today, a policy 
that invites substantial public investment, reflected in a public shareholding 
in Royal Trust of nearly 50 per cent. 


We think we have tackled the ownership issue in a responsible way. We 
invite the committee members to examine our material. 


We would like to turn to Bill 116, the proposed Loan and Trust 
Corporations Act. We have made serious representations in all parts of the 
process leading to the drafting of the present bill. At all stages we have 
consistently pointed out to ministry officials that there are serious flaws in 
the bill, specifically where it deals with related-party transactions and 
conflicts of interest. So far, we have not been able to persuade policymakers 
to listen to the matters we have raised. 


Simply put, the bill is overzealous in its attempt to regulate conflict 
of interest and related-party transactions. I must emphasize that we are not 
in disagreement with the objectives of the legislation, but we find that the 
statutory methods and the regime proposed to achieve the objectives are 
inappropriate and unworkable. 


Take, for example, the networking of financial services, where one 
institution provides consumers with a product or service offered by another 
institution. In our view, Bill 116 is too restrictive and does not contain the 
kinds of forward-looking rules that would facilitate such reasonable 
commercial transactions. 


We are also concerned about the restrictions of Bill 116 that would 
affect our discretionary fiduciary or pension investments. As you can imagine, 
it would be crippling to a major trust company not to be able to offer 
perfectly appropriate corporate investments to its clients as a result of 
restrictions aimed at self-dealing. 


Furthermore, as a federally chartered trust company with a long history 
of professionalism in our industry, we are particularly troubled by the lack 
of harmony we are witnessing between the levels of government. We see the 
proposed rules as being out of step with such proposals as those to create 
international financial centres in Montreal and Vancouver, and it is not 
unreasonable to suggest that these proposed rules may lead to a loss of 
influence for Ontario in financial matters, to the benefit of the federal 
government and other jurisdictions. 
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In the document we have tabled with you we identify a workable framework 
of rules as being the key to regulatory reform. Our industry, with this new 
legislation, is being equipped for the future, and we must design a regulatory 
regime that will not only achieve the necessary result in terms of investor 
and depositor protection but also permit us to compete effectively in the 
global marketplace we have described. Bill 116 must be modified to allow us to 
operate with flexibility, and we believe it is possible to do this while 
preserving the policy objectives of the legislation. 


Specifically, rather than try, as the bill does umsuccessfully, to 
regulate all related-party transactions and conflicts of interest, we strongly 
recommend that the bill be made flexible by allowing at least some of these 
transactions to be dealt with by a regime of corporate self-governance through 
internal review. 


Our brief details our approach to the key issues. We emphasize the 
following: 


We have pioneered a method of internal regulation with our business 
conduct review committee, a committee of our board of directors composed 
entirely of independent directors. This committee is charged with reviewing 
and approving conflict-of-interest and related-party transactions of all 
kinds. We believe Bill 116 must be modified to incorporate this type of review 
process or these new rules will remain unworkable for the trust industry. 


From a regulatory point of view, corporate governance--an internal 
system of checks and balances--is highly effective, since it deals with 
matters on a pre-fact basis rather than after the fact, it provides 
flexibility, it is extremely cost-effective and it effectively expands the 
regulatory regime into every company. Instead of one regulator that governs 
all financial institutions, each financial institution assigns a regulatory 
role to those members of its independent review committees. Effectively, you 
are creating many more regulators. 


We have always stressed that corporate governance must be a cornerstone, 
but it is only a part of a necessary package of reforms that we outline on 
page 10 of our position paper tabled with the committee. Taken together, these 
form a workable set of regulatory rules that we believe would enhance 
competition and at the same time protect the interests of depositors and 
consumers. 


That completes our remarks. We will be pleased to entertain questions. 


Mr.-Chairman: Thank you very much. That was a very complete and 
logical presentation. . 


Mr.-Ashe: I suppose in a sense I am starting at the end and working 
towards the beginning. First, let me put my own viewpoint and position up 
front so there is no uncertainty about it. 


I think the growing role of the trust companies in the broad financial 
services has been helpful in a competitive way, as you pointed out. We are 
getting a lot more services and so on by all, including the banks, because of 
that competition. In my view, that has been helpful and healthy, and the 
stronger companies, such as your own, build confidence within the community as 
well. 


If I may move back to the other end for a minute, has the Ministry of 
Financial Institutions asked the industry on a company-by-company basis to 
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comment on Bill 116? Are the concerns you have outlined simply your corporate 
concerns, or are they the general concerns of the industry? Has the industry 
provided input, or has the Royal Trust Co. presented its brief as a single 
corporation? 
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Mr. Cornelissen: We have been working closely with the Trust 
Companies Association of Canada, and the concerns were communicated by the 
association. Our people were part of the trust companies association team, 
working with the regulators during the drafting process of the bill. 


Mr. Ashe: What has happened since drafting? It is further along. We 
got the impression in the presentation that pretty well everybody was on side. 
I appreciate that you said you accept what the bill is trying to do; you have 
some problems with how it is trying to do it. I do not think we got that 
impression; at least, I did not get from the deputy minister that that was the 
case. 


Mr. Inwood: We have taken every opportunity throughout the process 
leading up to the current bill, both in our industry presentations and as 
Royal Trust, to make our views about the bill known. With the present draft of 
the bill, the opportunity for us to make them known is in places such as this 
and to conmittee members who will study the actual language of the bill. Those 
are the opportunities that exist now. 


Mr. Ashe: As far as you know, you have not been asked directly as an 
industry or as a corporation for further critique on the currently drafted 
bill by the ministry. 


Mr. Inwood: Not that I am aware of. 


Mr. Ashe: I think that aspect is very helpful for the committee and 
the process that is being taken. 


May I go back to your services? Again, I will put my conflict up front 
in that I happen to be a holder of a gold card and take advantage of some of 
your other services. Indirectly--or in my view, directly--they come into the 
overall question of conglomerates and, hence, diminishing competition, which 
is the fear of some. 


When a company, whether it is Royal Trust as an operating arm or some 
other financial institution, comes out with a new service, it seems to come 
out with wheels, whistles and banners flying, the one per cent and the 
interest rate, which jumped three quarters of a point very quickly, as we all 
know. It seems that once you have an established marketplace, a lot of the 
initial advantages disappear very quickly. 


As another example of the so-called larger loans or lines of credit, I 
will use your own company. As I understand how you have to operate to make 
money--which is the name of the game; I have no problem with that, by the 
way--you are operating at maybe 1.5 or, maximum, two per cent above prime on 
the secured superloans. Then you have the market. I say "'you,'' but I do not 
mean only you. 


As soon as you have the market, the spread jumps from 3.5 per cent to 
four per cent to 4.5 per cent to five per.cent, in that range. I do not mean 
it moves continuously, but the 1.5 to two per cent became 3.5 to five per 
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cent. Granted, the competition is there and will draw people away. That is why 
we still have to have a very competitive market: so you have a place to move. 
If it shrinks too much, you are stuck; you cannot move. 


I guess I am asking two questions: One, why does a company feel it has 
to go that route and take the dropoff that comes come with that? Two, do you 
think that is really Hoyle? Again, that is the marketplace, which I support 
100 per cent. 1 will say that up front too. 


Mr. Cornelissen: Those are good and interesting points. I think it 
is normal in any new product introduction, be it a stove, refrigerator, motor 
car or whatever, to have introductory features to a product to gain consumer 
attention. 


Mr. Ashe: But the guy who has already bought it--the stove, the 
fridge, the apartment he has rented or the car he has bought--does not pay a 
higher price after he has got it. That is not the case here. 


Mr. Cornelissen: Correct. In fact, if you take our gold card as an 
example, when we first introduced it we offered a ome per cent discount 
provided you paid the outstanding amount by the due date. Since then, we have 
improved that feature to give you the one per cent regardless of whether or 
not you pay your account on the due date; so that particular product has had a 
subsequent improvement over the initial product. 


Mr. Ashe: My comments are more towards the superloan, because I 
agree it was tradeoff. When the interest rate went up with the other, that was 
a plus. 


Mr. Cornelissen: I should add that the fee is also going up by $14 a 
year. 


The whole area of consumer lending is a bit of a sore point with the 
trust industry because trust companies are constrained by law, by regulation, 
from having at least two thirds of their assets invested in secured loans. 
There is in fact a restriction on unsecured lending by trust companies. It 
means trust companies have a restriction on making unsecured consumer loans as 
well, and that is one of the areas where we have asked in all our briefs for 
an extension of those powers, particularly to larger, more responsible trust 
companies. 


The spreads on consumer loans are higher than they would be on secured 
corporate loans or residential mortgages, and the reason for that is twofold: 
first, the administration costs are much higher in terms of computer systems, 
and second, the loan losses are much higher. 


Mr. Ashe: Excuse me. Can I interrupt you for a minute? I think you 
are going on the wrong track. Perhaps I did not make it very clear. I am 
talking about the same class of loan, where you get somebody in at a certain 
spread above prime, and then it kind of moves up after you have your clients. 


I am not talking about comparing. I appreciate when you have a corporate 
client versus a consumer client plan. I am talking about consumer loans that 
are secured through collateral mortgages or whatever, where the spread grows 
greatly once you get your marketplace established. 


Mr. Cornelissen: I am not familiar with the practice of increasing 
spreads over prime on a loan once it is granted. I am not aware of that 
practice in our organization. 
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Mr. Ashe: I am not suggesting immovable interest rates. All I am 
saying is that the spread widened considerably after you--again, I say "you," 
and the context is very specific here, but they all do it--got your base, 
which prompts people to switch, and I do not think that is necessarily good. 
When you are all looking for new business, the fact that there is competition 
is in my view is good for the marketplace; but when you are constantly 
switching, surely that cannot be good for the marketplace or the company. 1 
think it does not matter what kind of a business you are in. To put something 
on the books costs money and to take something off the books costs money. 


Mr. Cornelissen: All our marketing and product policies are designed 
to encourage our consumers and clients to stay with us. Having a client on the 
books is a valuable asset. I agree that if the trust company did that, it 
would not make sense. 


Mr: Ashe: Maybe I had better leave that one for now and send you 
some numbers. 


Mr. McFadden: I would like to compliment Royal Trust for a very 
clear, intelligent and thorough brief. We are just beginning our work here, 
and it is very helpful, certainly from my point of view, to review this. You 
have made your points extremely clear. 


I have two or three items relating to the brief that I want to canvass 
with you. I am sorry I have not read the brief and your supporting material--I 
have not had a chance to go through it in detail--so this will be fairly 
superficial. 
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On page 8 you outline financial institutions' market shares in 1984, and 
you go on, I gather, to discuss further the figures from 1985 as well. We have 
had discussions about the general area of competition in the financial 
services sector. Clearly, from tne consumers’ point of view, it is desirable 
to have competition in the provision of loans and various services. 


Given the breakdown of the various markets for financial services, as 
shown here, what are the areas where you think enhanced competition would be 
desirable from your point of view in markets you would like to enter but are 
not in because of regulatory impediments or whatever? You are including 
mortgage loans, of course. Is it accurate to say you are anxious to become 
more active in commercial or consumer loans? I am just curious to know the 
areas where you would like to see more action and where you think competition 
would be desirable right now. 


Mr. Cornelissen: Those are the two areas where we would like to have 
expanded powers. I pointed out the restriction that we currently operate 
under. Banks have no restriction on unsecured lending and we do. We believe 
trust companies that have reached a certain size and have a certain track 
record should be permitted to increase their proportion of unsecured lending. 


That would be particularly in the commercial loan and unsecured consumer loan 
area. 


I should emphasize, however, that both those areas, in particular 
commercial loans, are highly competitive. The commercial loan market has been 
invaded by some 80 different, foreign-owned, schedule B banks. Frankly, the 
spreads in the margins there are very small. I do not think there is any area 
in any of these products that is not highly competitive. 
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Mr. McFadden: You would clearly like to enter those highly 
competitive areas. 


Mr. Cornelissen: We would like to have greater flexibility to enter 
them. 


Mr. McFadden: One of the matters raised with us last week by the 
Ministry of Consumer and Commercial Relations, as well as in our own 
discussions of the whole question of the thrust of policy, was whether the 
primary aim of the thrust of policy should be to enhance competition or 
whether it should be the financial integrity of institutions, and that above 
all else. You can probably mesh the two. I know the ministry's view--and I 
think this is part of the prevailing view in general through history--has been 
that financial integrity. is the the most important thing and then things fall 
out from there, except perhaps for recent years when we got involved with 
licensing large numbers of trust companies and new banks. 


In terms of you own internal operations, I am curious to know the whole 
integrity argument. There is this question about the activities of boards of 
directors. On page 17 of your brief, you mention the presence on the board of 
independent directors, who I assume are there to protect not only 
shareholders’ interests but depositors' interests. What percentage of your 
board consists of what would be termed independent directors? 


Mr. Cornelissen: I think the number is 60 or /0 per cent. 
Mr. Inwood: It is that high. 
Mr. McFadden: You are at 60 or 70 per cent. 


Mr. Cornelissen: Sixty or 70 per cent of our board are not related 
to any affiliated company or major shareholder. 


Mr. McFadden: That is quite a bit in excess of-- 


Mr. Cornelissen: That is in excess of the 50 per cent that they 
normally would be entitled to. 


Mr. McFadden: In terms of dealing with loans, I am curious to know 
about an affiliated company seeking financing from Royal Trust for whatever 
purpose. I am not trying to delve into stuff that is not our business, but 
pursuant to your own internal operations, as a general rule, if an affiliated 
company applies for a loan, does it get some sort of fast-track treatment or 
is it more typically treated as anybody else would be with all the usual tests? 


Mr. Cornelissen: I should first remind the committee that loans to 
major shareholders or their subsidiaries are prohibited in any event. The 
affiliated companies to whom we would be permitted by law to make loans would 
be quite far removed from our group. They would not receive any different 
treatment from our other clients. In fact, it is probably even the converse, 
because our third-party clients need to be satisfied and serviced better. 
There is no preferential treatment. All loans of that nature to remotely 
affiliated companies are first reviewed in a business sense for arm's-length 
pricing, etc., by the investment committee of the board of directors, which 
has a majority of independent directors sitting on it. 


Second, any transaction, once it has been approved at that level in 
business terms, is then automatically passed on to our business conduct review 


Pal? 


committee which is composed 100 per cent of independent directors who then 
approve or disapprove the transaction. 


As a percentage of our total loan portfolio, such loans would be less 
than half of one per cent. It is a very small proportion. Usually such loans 
are made as part of a syndicate of other banks and trust companies where we 
are invited to participate. 


Mr. McFadden: You have certainly set up a structure that would 
probably be beyond even the minimum requirements of new legislation. 


Mr. Inwood: As you began your questioning, you were mentioning the 
policy objectives of the legislation. We would be in agreement with it but we 
would make one comment about it. 


Going back to the white paper, this legislation was created in the 
climate that followed some salutary events here in terms of what happened to 
trust companies, but it is important to keep in mind that the difficulties 
that have happened to the financial industry, setting aside those sunspot 
events, have more to do with bad management and severe economic times than the 
problems of self-dealing and conflict of interest. That would be things tied 
to high energy prices and the failure of regional economies. Those are the 
things that have jeopardized the health of the financial institutions. 


We would advocate these rules with that thought in mind. Policy 
objectives can still be met but there is a high concern that absolute 
prohibition against related-party transactions may not be totally appropriate 
in the light of those events. 


Mr.-McFadden: I agree. 

I wonder whether I could ask one final question related to ownership. 
You highlighted in your brief--basically we do not have two classes of 
ownership patterns, namely broadly held and closely held institutions, but 
there is your status, which I think you term-- 

Mr. Inwood: Page 13. 


Mr. McFadden: --as a combination on page 13, where you have a major 
shareholder interest. 


Inter jection. 

Mr. McFadden: Sorry, I would not want to miss these pearls of wisdom. 

Mr. Ashe: He is on his rocking horse. 

Mr. McFadden: That is right. 

I suppose you have the hybrid between the two; namely, the combination 
of a major shelter interest with a substantial public investment. In laying 
that out, are you suggesting that any one of these or any combination is more 
in the public interest than another? 

I know some people--the banking community in particular are saying we 
should put on 10 per cent ownership restrictions so that the trust companies 


and everybody else play by the same rules the banks do with the Bank Act. I 
know the trust industries are not in agreement with that perspective. 
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I take it--and I just want to be sure--the thrust of your brief, as I 
understand it, is that you suggest any one of these three is a valid approach. 
Am I right in that? Are you suggesting, for example, that yours might be more 
in the public interest and closely held, or am I correct in assuming that you 
are suggesting any one of the three is valid provided that the internal 
operations of the company, the independence of the board and proper practices 
are maintained? 


Mr. Cornelissen: That is a good question. First, we should remind 
the committee that the banks' 10 per cent ownership limitation was imposed 
originally not for conflict-of-interest or self-dealing purposes but to 
prevent foreign investment and foreign control of our banking industry. 


We believe very clearly that major shareholders can significantly 
benefit a financial institution. We have no concerns about a widely held 
institution. We do have concerns about very closely held institutions. In 
other words, if you asked us what we would recommend, we believe that widely 
held institutions and institutions with significant public ownership are the 
desirable objective. We do not believe that closely held institutions are 
necessarily appropriate to the financial service industry. What is key is that 
there be a clear and adequate system of accountability of management, 
shareholders and directors. 
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The briefs we have provided in the past--recognizing the benefits that 
can be bought by a major shareholder, particularly the accountability that a 
major shareholder brings to the management of a financial service 
company--recommend that regulatory approval be sought at various levels of a 
major shareholder acquiring its interest, because we believe strongly in the 
necessity to establish clear standards of character and fitness not only of 
the manager and the directors but also of the owners. We believe that when a 
major shareholder reaches a 25 per cent level, regulatory approval should be 
sought on the character and fitness of the owner. We believe that when it 
reaches 50 per cent, further regulatory approval should be sought. We believe 
there should always be some public interest in a company and we would not 
recommend a major shareholder going beyond 75 per cent ownership of a major 
financial institution. In fact, we believe that 50 per cent or wide public 
ownership is the ideal balance. 


Mr: McFadden: What would you suggest we should be doing in a 
legislative sense about the closely held institutions? Are you suggesting it 
be put in legislation that no one can own more than 75 per cent, or are you 
suggesting that this would be a desirable policy objective? I am curious to 
know how far you think the Legislature should go on a thing like that. 


Mr. Cornelissen: It is a desirable policy objective down the road. 
There are obviously difficulties and challenges related to very small 
financial institutions, and they are numerous around the country. We believe 
that possibly asset size cutoff rates should be established--that is, that 
beyond a certain asset level, public ownership should be required--and that 
possibly with the small ones there should be a greater insistence on 
independent directors with the internal self-governing process. 


Mr. Ferraro: I had the distinct pleasure of being an employee of 
Royal Trust for 10 years before I got into this life of crime, and I want you 
to know that I am not going to take the opportunity-- 
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Mr. Ashe: We could comment on that. 
Miss Stephenson: You have a confliet. 


Mr.-Ferraro: No. Aside from the fact that it still has my mortgage 
and a registered retirement savings plan, I do not consider it a conflict. 


I want you to know that I am not going to give you hell about the lousy 
raise I got in 1982. 


Mr. Cornelissen: That was before my time, Mr. Ferraro. 


Mr.:-Ferraro: Quite frankly, I was treated very fairly and enjoyed my 
years at Royal Trust immensely. 


If I might just digress for a minute, I want to compliment Mr. 
Cornelissen on his presentation, as other members have. I can also tell the 
members of this committee that I can appreciate Mr. Cornelissen's 
shoot-from-the-hip approach and style. I can recall a management meeting I had 
the pleasure of attending in Toronto, and everybody wanted to ask the question 
about remuneration for management and directors. Being somewhat daring, I 
asked the question of Mr. Cornelissen. He probably will not recall this, but 
he went on at length, for about 20 minutes, and not only told us what we could 
expect but also, I think, embarrassed a lot of the senior vice-presidents when 
he disclosed their salaries, how much stock they held and so forth. I have 
always admired him for that. 


Mr. Chairman: I bet you did not get your raise. 
Mr. Ferraro: I did get a little one; never enough. 


I have a couple of questions. First, a general question. Do you think 
the distinction between trust companies and banks is really great enough? The 
argument has been made that the public out there really does know the exact 
difference, by and large, between what a trust company does and what a bank 
does. There have been arguments made, for example, that companies such as 
Canada Trust in essence really want to be banks. 


Do you think that distinction is obvious, should be retained or expanded 
or that many of the services offered at banks and, conversely, at trust 
companies should be interchangeable? 


Mr. Cornelissen: Trust companies can do virtually everything a bank 
can do. There is probably only one service that trust companies typically do 
not provide and that is foreign exchange transactions, but even that will come 
soon. 


Mr. Ferraro: You do not do much commercial lending directly, outside 
of mortgages, though, do you? 


Mr. Cornelissen: No. We have regulatory restrictions on our 
commercial lending in terms of the unsecured portion which we referred to 
earlier, but trust companies really can do everything that banks can do. 
However, banks cannot do everything that trust companies can do. The key there 
is in the fiduciary or advisory capacity that trust companies provide. You are 
correct in saying that we regard our major competition as being the big banks. 
I know Canada Trust does as well, and I think all the trust companies do. 
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From the consumer's point of view, there really is not that much 
difference in terms of the services offered. They can walk into a bank branch 
or a trust company branch and demand exactly the same type of service. They 
might not get the same kind of service, but from the consumer's point of view 
there is very little difference. We all know that, in the regulatory sense, it 
is quite different. 


Mr. Ferraro: If you advocate that major shareholders should be 
allowed in trust companies, would you subsequently agree that the restriction 
of 10 per cent in banks is unfair and should be abolished, or does asset size 
have a bearing on it? 


Mr. Cornelissen: No. We see no reason that banks should also not be 
subject to the disciplines and advantages that could be provided by a major 
shareholder or a group of major shareholders. 


Mr. Ferraro: You comment on it on page 12 when you talk about the 
benefits of major shareholders, but what I am getting hung up on is the 
definition of a major shareholder. If you have a major shareholder in a trust 
company such as Royal Trust owning 10 per cent, and certainly 10 per cent in a 
bank, would that necessarily mean this situation is going to provide a greater 
or lesser catalyst than someone who owns 50 per cent of Royal Trust? 


Mr. Cornelissen: A 10-per-cent shareholding presumably would entitle 
the shareholder to a seat on the board, but it does not really enable him to 
truly hold management accountable for what it is doing. A major shareholding 
that would be regarded as meaningful would be from 25 per cent to 50 per cent. 


Mr.-Ferraro: On page 15 you state that ''major shareholders can 
provide important equity capital’ and ''a major shareholder can also backstop a 
financial institution in troubled times and thereby protect the interests of 
depositors and shareholders." 


You are not suggesting--or maybe you are--that the depositor and 
consumer is in jeopardy because of the inadequacy of the Canada Deposit 
Insurance Corp. at the present time, or can you elaborate a little on that? 
Are they not protected now? 


Mr. Cornelissen: They are protected up to $60,000. There is evidence 
in our company and in some others of major shareholders assisting in 
significant equity injections into trust companies. The whole key to global 
competitiveness is size. You need to have a sufficiently large equity base to 
be able to attract the credit rating and funding that is required to growth 
because size, to a great extent, can reduce your cost per transaction through 
economies of scale. In today's electronic environment, as you know, you are 
talking tens of millions of dollars in assistance costs and you can only 
really justify those on a wide consumer base. 
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An example of major shareholder benefits would be the Continental Bank. 
One of our group companies, Edper Investments, owns 20 per cent of the 
Continental Bank, even though it is permitted to vote only 10 per cent. I 
think it is known that Edper Investments did ask the Inspector General of 
Banks whether he would be more comfortable if it disposed of half its 20 per 
cent interest, and he said, ''No, please stay around." 


During the recent funding and confidence problems the Continental Bank 
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ran into as a result of matters unrelated to its own performance, the major 
shareholder was able to play a significant role in maintaining confidence and 
providing that backstop for the funding requirements. 


Mr. Ferraro: Is Royal Trust on a different rate? Are you restricted 
in any way, shape or form in regard to noninvestments outside of Canada? 


Mr. Cornelissen: Royal Trustco Ltd. is a holding company which is an 
unregulated company. It has as its operating subsidiaries the Royal Trust Co., 
which is a Quebec operation and the Royal Trust Corp. of Canada, which is a 
regulated trust company. Royal Trustco Ltd., which is the holding company of 
those two regulated trust companies, is permitted to make investments in other 
parts of the world, in Timbuktu, England, Switzerland, etc. That is how we 
managed to create our international spread of financial service operations. 


Mr: Ferraro: As a matter of interest, you said public shareholding 
in Royal Trust is nearly 50 per cent. Does that exclude employees? 


Mr. Cornelissen: Employees of Royal Trust own approximately four per 
cent of the shares of Royal Trust and 50 per cent of our set are 
shareholders. 


Mr: Ferraro: How many employees do you have? 
Mr: Cornelissen: In our Canadian operations, we have 4,500 employees. 


Mr. Ferraro: As a final question, much of the discussion of 
politicians nowadays, indeed that the media have entertained, concerns the 
free trade discussions. I know Royal Trust had some significant involvement at 
one time with banks in Florida. Much of the impetus coming from certain 
critics and proponents is that really what the United States is after is our 
service sector, financial institutions, etc. Do you want to comment on your 
opinion of whether you can see much movement towards free trade in the 
financial industry? 


Mr. Cornelissen: In the financial service industry, the banks and 
the securities dealers have created and are seeking to preserve, to a great 
extent, domestic ownership and control over institutions. A full free trade 
agreement should remove those. The banks have dealt with that situation by 
agreeing to reciprocal arrangements with respect to the introduction of the 
schedule B banks. The securities dealers are recognizing that for them to gain 
the access to the capital they so desperately need to compete globally, they 
have to free up their ownership limitations. Personally, I do not see the 
necessity for any great fear. 


Foreign competition, if it were permitted to come into Canada, would be 
fierce and it would be good for Canada; at least it would bring Canada into 
the global financial services marketplace and would tend to strengthen Canada 
as a financial services centre. London, England, is an excellent example where 
they have deregulated and permitted virtual free foreign control of domestic 
financial institutions. That absolutely has not resulted in the demise of the 
domestic financial services sector. It has created a very bustling, 
competitive environment which has resulted in London, England, retaining its 
status as the world's financial centre. 


Mr. Haggerty: I want to direct the witnesses to page 18, the bottom | 
paragraph. You raise some concerns about Bill 116 and consider it may be ‘'too 
restrictive.’ You go on to say, 'We are also concerned about Bill 116's 
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restrictions that would affect our discretionary fiduciary or pension 
investments. As you can imagine, it would be crippling to a major trust 


company not to be able to offer perfectly appropriate corporate investments to 
its clients as a result of restrictions aimed at self-dealing."' 


Can you expand on that? Are we talking about the matter in proposed 
legislation that may contain something now that is of concern to a number of 
citizens across the province on pension raiding? Is this what you are aiming 
at? Are you aiming at the Dominion Store pension funds that Conrad Black 
obtained his rights to, what is called a surplus fund. Apparently, the courts 
have reversed that decision. 


Mr.-Cornelissen: This comment is totally unrelated to stripping of 
surpluses and pension plans. What it refers to is the fact that Royal Trust is 
the largest manager of pension fund moneys in Canada. We are responsible for 
the discretionary management of some $5 billion of pension fund assets. That 
is out of a total pension fund market of approximately $120 billion in Canada. 
There are some 60 to 65 other investment managers in Canada, but we are the 
largest. 


Our responsibility as a fiduciary manager of those funds is-to obtain 
the best return for the plan sponsors. That would include the requirement to 
be able to invest in the shares and securities of all Canadian companies, 
which could or would include the stocks of affiliated companies, for example, 
Trilon, Brascan, Noranda, John Labatt, Trizec Corp., all of which are blue 
chip. 


Mr. Haggerty: Is that all? Are they all concentrations under Trilon 
as you talk about-- 


Mr.-Cornelissen: No, they are all companies that are affiliated with 
us one way or the other. 


Mr. Haggerty: That is not a concentration though is it? Are they 
sister companies or affiliated with you, subsidiaries? 


Mr: Cornelissen: They are various removals by bloodlines, 


grandchildren. 


Mr.-Haggerty: Would you consider those bloodlines to be corporate 
concentration? 


Mr.-Cornelissen: No. That is not the issue we are bringing. The 
issue we are bringing is that legislation would seek to restrict Royal Trust 
from investing its client funds in blue-chip companies which happen to be 
affiliated with our group, to the detriment of our clients. 


Mr. -Haggerty: I love the word blue chips. Morty Shulman is not 
around right now, but he would have had some fun with that. In other words, 
you do have substantial financial resources through the pension fumds then. 


Mr. Cornelissen: It is not our money. It is money that we are 


responsible for managing. 


Mr. Haggerty: What is the average source of best return? When you 
say best return, is that for the pension fund or best return for the 
corporation that is investing it? What is the spread? I think Mr. Ashe was 
getting to the spread.. There must be quite a spread in this particular area, 
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what you are paying in a reasonable interest rate for borrowing that money 
from the pension funds. 


Mr. Cornelissen: The pension fund money that we manage is not 
contained on our balance sheet. They are funds under management and we do not 
enjoy any spread or interest rate from that fund. The money belongs to the 
pension plan and its sponsors and the beneficiaries. Our income from managing 
that pension fund is a percentage of the total assets. It is a fee which would 
range between a quarter to three quarters of one per cent of the annual fund 
value. It is purely fee income. We manage that fund for a fee. Those moneys 
are not ours and we do not handle them as our own. 


Mr. Haggerty: But you are using that for investment purposes, are 
you not 


Mr.-Cornelissen: Investing those moneys on behalf of the fund 
sponsors, yes. 


Mr. Haggerty: I am trying to get at the numbers, just what the 
spread is between that. For example, in the past the provincial governments 
have borrowed money from the Canada pension fund at 3.5 per cent and there are 
billions of dollars owing to that pension fund. That is pretty cheap money 
when you can borrow it that way. The point I am trying to make here is that 
you have the right to borrow money from these large pension funds, and you 
have suggested in the billions of dollars. Even a return of three quarters of 
one per cent on the handling of that investment can amount to a pretty huge 
profit. The question I am trying to get at is, what are we looking at in 
return for borrowing from that? Are we getting a six per cent return on that 
money you are investing from the pension fund? What are we looking at? What is 
the end product? What is your spread in that area, for example? 
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Mr. Cornelissen: We have no spread whatsoever on any pension fund 
moneys we manage. We invest the funds in a variety of ways. 


Mr. Haggerty: What is the return on the investment? Are you getting 
six per cent, seven per cent, eight per cent or nine per cent on it? 


Mr. Cornelissen: On our pension plans? 


Mr. Haggerty: Yes. 


Mr.-Cornelissen: They vary, but it would be a mixture of yields on 
common equities, bonds and cash. Today, I think the average return that we 
manage to achieve for our clients is around 10 per cent. 


Mr.-Haggerty: We are looking at 10 per cent on average, but it would 
depend. 


Mr. Cornelissen: With some pension funds, it depends on their 
objectives and what their pension liabilities are. For example, a fund that is 
responsible for an employee profile with older as opposed to younger people 
would have a different investment policy. Management of the fund is designed 
to have the funds available when the pensions are required. Therefore, it 
would vary from fund to fund. 


Mr. Haggerty: I have no further questions. 
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Miss Stephenson: Can I ask about the impression I have managed to 
acquire, that it is the opinion of the principals of Royal Trust Co. that the 
existence of a major shareholder and the existence of effective management are 
essentially parallel or unique and the same? You seem to be saying that if 
there is not a major shareholder in a financial institution, there cannot be 
effective management, or you are saying that there is a mutual exclusivity, if 
you like, between a major shareholder and effective management. Is that really 
what you mean? 


Mr. Cornelissen: We believe the accountability of management to the 
board of directors is of key importance. We think it can be achieved in both a 
widely controlled company and one which has major shareholders. We think it is 
simplier, easier and more visible to create that accountability with a major 
shareholder and that there are significant benefits to be derived from that. 


Miss Stephenson: Why and how? 


Mr. Cornelissen: A major shareholder is able to exercise a strong 
voice on the board of directors as opposed to a widely held company, which 
would have a very wide scattering of directors from across the country who 
would have more difficulty in getting together to deal with the problem if 
they had concerns with management performance or accountability. It is 
possible. It is just made easier through a major shareholder. 


Miss Stephenson: It appears to me what you are doing, in effect, is 
assigning different roles to different directors. It was my assumption, 


probably a naive one, that it is the responsibility of each and every director 
to discharge the obligation he or she has to the investors, to the depositors 
and to the public in this instance--every single shred or responsibility he or 
she may have--and to demonstrate that clearly, not only within the company but 
also externally. 


I hear you saying it is only if you have a major shareholder that you 
can really demonstrate that is likely to happen. I want to know why that 
should be. You have told me how, but why should that be when you are 
appointing directors because of their knowledge, their sense of obligation and 
their integrity? Why the hell should they be any better if they happen to 
belong to a large corporation and are appointed by that large 
corporation--because that is how they get there--or if it is one single 
individual appointed at the request of a small corporation or a group of 
shareholders? 


Mr.-Cornelissen: We actually believe the normal statutory 
obligations of directors in a financial service company such as a trust 
company, as contained in the Canada Corporations Act, should be enhanced and 
made more onerous. 


Miss Stephenson: I will buy that. 


Mr. Cornelissen: We have a clear list of obligations that we expect 
from our directors that are over and above those contained in normal statutes. 


Miss Stephenson: But you are saying it is going to be easier for 
those directors to exercise the degree of responsibility that you require or 
that you suggest is most appropriate if they come from a major shareholder, 
and I do not understand how you can get to that. That seems to be a position 
without logic, if I may say so. 
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Mr. Cornelissen: Perhaps my logical friend can help. 


Miss Stephenson: It may be practical in terms of past activity, but 
is that really what is best for the financial institution and the people 
involved in it? 


Mr. Inwood: We would offer the view that, as far as the role of the 
major shareholder and the role of a director would go, there is a balancing of 
interests. If you ask what major shareholders can contribute, they are 
entitled to ask of management and to deliver to management a set of 
expectations about return on their investment. That is an accountability that 
management must answer for directly. 


However, the other side of it is, what do the directors bring to the 
table? The arguments we have offered are that there are obviously 
shareholder-affiliated directors and their interests will, to a degree, be 
aligned with those of the shareholder. But we have said as well that there 
should be a group of directors who are independent of the major shareholder, 
who will balance the major shareholder's expectations. It is this mix of 
interests that means the corporation has a fair representation for 
shareholders. 


Miss Stephenson: The appropriate solution, it would seem to me, if 
you insist on having major shareholders of the size of 50 per cent in 
financial institutions, is to make sure that 95 per cent of all of the 
directors are independents, totally outside of any relationship with the 
company; then I could see that you could have a balance. You cannot have that 
kind of balance if the numbers you quoted today are in existence and if it is 
anticipated that only those who represent the major shareholder can 
appropriately make those demarids of management. 


I thought that was the responsibility of all shareholders, because they 
are supposed to be acting in the best interests of the company, the best 
interests of all of the shareholders, the best interests of depositors and, in 
this instance, the best interests of the financial institutions as they relate 
to the economy of a jurisdiction. 


Mr. Inwood: A board of directors effectively operates as a small 
democracy, and what we have said is that we have balanced the democracy by 
adding some votes from quite a number of independents. For example, two thirds 
of Royal Trust's board is composed of independents. It is a matter of creating 
some shareholder democracy and adding things like cumulative voting to it to 
give shareholder representation quite a lot of effect. It would be common in 
any corporation. 


Miss Stephenson: It would be difficult to equate most boards of 
directors of most financial institutions with democracy in terms of the means 
of producing that structure in the first place. But certainly if that is your 
objective, then I would be delighted to hear what you propose in terms of 
developing that kind of democratic representation on the board of directors. 


I still am not convinced, even with all your very cogent arguments, 
which are only slightly biased. Mind you, that is fine; everyone has a bias. I 
still do not understand how you really believe that you get greater 
effectiveness of management and greater accountability of management simply by 
having major shareholders of the variety you talk about. I guess we are going 
to continue to disagree about that. Let us find a way to do it better; that is 
all. 
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Mr. Cornelissen: May I make one response? If you want one effect of 
that greater accountability of management resulting from major shareholders, 
one should refer back to the loan loss percentages between trust companies and 
Canadian chartered banks that are referred to. Trust companies had one seventh 
the loan losses of the major banks. Frankly, I do not believe major 
shareholders would have permitted their financial institutions to go as 
heavily into less developed country loans and energy investments as the banks 
did. 
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Miss Stephenson: There were some other factors that might have 
played an important part in that comparison as well. 


Mr. Chairman: Very quickly, Mr. Mackenzie. 


Mr. Mackenzie: I will not take much time because this is on the same 
line, although Miss Stephenson has probably done it better than I can. My 
question is on your comment about 50 per cent being a good balance. The 
recommendation to Blenkarn is 30 per cent. My colleagues think that is much 
too high. I am wondering exactly how you defend that 50 per cent. There is no 
question in my mind that a major shareholder who has 50 per cent or better is 
in a position to override a board of directors. If it is a one vote-one 
director situation, which I presume it is, then there are questions in ny 
mind. I have difficulty with your comfortable balance as the 5U per cent, as 
you said. How would you defend that figure? 


Mr. Cornelissen: We believe we have gone further than the 30 per 
cent recomendation by Mr. Blenkarn. While we do not believe the 30 per cent is 
necessary, we have created with our internal corporate self-governance a 
structure whereby, first, any investment of any size is reviewed and approved 
by an investment committee, which has a democratic majority of independent 
directors; and, second, we have created the business conduct review committee, 
wnich is 100 per cent independent directors and has the absolute power to 
approve or disapprove any investment the company may make or any transaction 
the company may have with any affiliated company, with any director, with any 
owner or with any manager. We think the structure we have created creates a 
far greater level of accountability than a mere 30 per cent restriction. 


Mr. Mackenzie: Does it also put you in a position where you do not 
have to fear a takeover situation? Is that part of it? 


Mr. Cornelissen: Yes. 


The Acting Chairman (Mr. Ferraro): How much power, if any, would the 


executive committee have at Royal Trust, as opposed to the board of directors? 


Mr. Cornelissen: The executive committee has no powers greater than 
those of the board of directors. 


The Acting Chairman: But equal to? 


Mr. Cornelissen: It has fewer powers than the board of directors. 


The Acting Chairman: Okay. If there are no further comments, Mr. 
Cornelissen and Mr. Inwood, on behalf of the committee, thank you very much 
for your in-depth and thorough presentation. We appreciate your taking time 
out to come here. 
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The Acting Chairman: The next group making a presentation before the 
committee is the Toronto Stock Exchange. Ms. Marie-Josée Larocque is director. 
Ms. Larocque, we welcome you and your assistants to the committee. I wonder 
whether you would like to introduce the other members of your delegation and 
perhaps elaborate on what your job is with the Toronto Stock Exchange. 


Ms. Larocque: My name is Marie-Josée Larocque; I am the director of 
economics. We have Steve Rider, the manager of the index section, and Nancy 
Nightingale, the economist in my group. We do some research in economics. We 
do marketing research and we do some lobbying efforts. 


The Acting Chairman: Will you entertain questions during your 
presentation, or do you prefer our waiting until the end? 


Ms. Larocque: I prefer that you wait. The presentation is fairly 
short. 


TORONTO STOCK EXCHANGE 


Ms. Larocque: Thank you for allowing me to speak to you today on the 
subject of corporate concentration. It is a subject of interest not only to 
this committee but to the Toronto Stock Exchange and to the Canadian economy 
as a whole. 


Inter jection. 
Ms. Laroeque: Do you have some problems? 
Inter jection. 


Ms. Larocque: In the folder you will find a copy of the speech. At 
the back, at the end of this speech, there are some samples of charts that 
were going to be shown. I am not sure whether they will be. 


Inter jection. 


Ms. Larocque: It comes in in a page or two. Shall we wait a few 
minutes to see whether they can put that together? 


The Aeting Chairman: Sure. By all means. Let me apologize on behalf 
of the committee for the delay in getting you on the hot seat. 


Ms.-Larocque: There it is. 


Your mandate as determined by the Treasurer, Robert Nixon, is broad in 
scope. As I understand it, it is to examine the subject of corporate 
concentration, drawing attention to the occurrence of mergers and takeovers in 
the Canadian economy. Among yourselves, an interest has been expressed in 
examining these issues with a focus on the financial services sector. These 
are interests shared by the Toronto Stock Exchange. Allow me to elaborate by 
describing the role of the exchange in the economy. I will then go on to 
describe the impact of corporate concentration on the TSE and the services it 
provides. 


I would like to emphasize that the Toronto Stock Exchange holds no 
official position on corporate concentration. As Canada's largest stock 
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exchange, we see our primary responsibility as the provision of an efficient 
capital market. To that end, we monitor the effects of corproate concentration 
on capital markets and on the economy in general. 


This presentation contains no reconmendations to the conmittee on the 
subject of corporate concentration. Rather, we aim to assist you in the 
information-gathering process, providing insight unique to our experience and 
perspective. If we can be of any further assistance to the committee, please 
do not hesitate to ask. 


Let me start by describing the function of the TSE, which is essentially 
a marketplace for the buying and selling of corporate shares or equities. The 
ideal or perfect market for both sellers and buyers is one in which 
transactions can be executed almost at will; that is, when a seller wishes to 
sell shares, there is at the same time an active and willing buyer for these 
shares. In addition, the spread or difference between the price at which the 
seller may be willing to sell and the buyer may be willing to buy should be 
small. This market quality is known as liquidity and is most likely to occur 
in large, highly competitive markets. 
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It is reasonable to assume that the larger the market, the more bidders 
or competitive buyers there will be for each stock. Therefore, large markets 
are in a comparative sense more liquid markets. In liquid markets, sellers are 
protected to some degree from large price fluctuations. Of course, no market 
is perfectly liquid, and price fluctuations do occur, but it is an ongoing 
goal of the Toronto Stock Exchange and many other exchanges to minimize this 
occurrence and to work towards improved market liquidity. 


This is our goal, because a liquid market is a stable market and 
attracts more investors. The more investors in the marketplace, the greater 
the access Canadian corporations have to equity financing. This financing 
allows corporations to expand, to build new factories and new facilities, to 
hire new personnel and to retain current employee levels. In general, equity 
financing increases the standard of living for all of us. 


For a moment, however, let us imagine an illiquid market, one in which 
there are few buyers or sellers. Those sellers holding stock desired by many 
could force prices up. Then again, through co-ordinated action or without 
intention, buyers may bring the price of a stock down. These occurrences may 
be all the more likely where the number of buyers or sellers is small, with 
co-ordinated action a greater possibility. These factors can be cause for 
concern in a country such as Canada, where concentratrion in specific markets 
as well as a general concentration of assets, or aggregate concentration, is 
quite high; in other words, where a small number of large players 
theoretically have the potential to dominate the market, forcing prices up or 
down. 


The Toronto Stock Exchange is well aware of the unique qualities of the 
Canadian economy and the potential impact on the liquidity of the marketplace. 
One means of monitoring these effects is through the TSE 300 composite index. 
The TSE 300 index is a monitor of stock price activity in Canada. It is often 
used as a benchmark measuring investment portfolio performance. Many also 
believe stock price activity as depicted in an index is an indicator of future 
economic activity. 


One of the principles behind a stock price index is that, over time, 
stock prices generally move together; that is, economic factors affecting one 
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industry may, in general, affect other industries, resulting, on average, in 
similar changes in the value of corporate shares. 


The Toronto Stock Exchange has selected 300 of the largest stocks listed 
on its market to monitor these changes. The 300 stocks represent 85 per cent 
of the value of shares listed on the exchange. These are broken down into 14 
groups representing the major sectors of our economy. For example, there is a 
mining sector, a financial sector and so on. The index is calculated by taking 
the price of each of these 300 stocks and multiplying them by the number of 
each corporation's outstanding shares. This is then adjusted to a common 
level, which today stands at approximately 3,000. 


This formula is accepted internationally and is used by such 
organizations as Standard and Poor's in the United States and the Tokyo Stock 
Exchange. However, the Toronto Stock Exchange makes a small adjustment. This 
is in recognition of the unique nature of Canada, in particular the impact of 
corporate concentration on the economy. In recognition of this impact, the TSE 
removes from its calculations the holdings by individuals or related 
individuals of more than 20 per cent of the outstanding shares of any one 
corporation. These individuals are commonly known as major shareholders. 


An example of the way we would treat this activity can be found in the 
case of TransCanada PipeLines. TransCanada PipeLines has 120 million shares 
outstanding. Bell Canada owns 50 per cent of TransCanada PipeLines. Therefore, 
we include in our index calculation only 60 million shares, or 50 per cent, of 
the 120 million shares of TransCanada. The reason behind this is that the 
index is set up to monitor stock market activity, in particular changes in the 
market value of shares. It is assumed that major shareholders may not actively 
seek to trade their shares but rather may hold them for purposes of 
controlling the company. These shares are generally not for sale. 


The impact of price changes is reduced by removing from the index 
calculation the controlling interest of major shareholders. This is also done 
to avoid dual inclusion. That is, Bell Canada's share price already reflects 
its ownership of TransCanada PipeLines. If we left all TransCanada's shares in 
our calculation, its value would be picked up twice, once in Bell Canada's 
share price and once in the TransCanada PipeLines share price. 


I know this committee is concerned with the issue of mergers. It would 


be helpful if I walked you through a major takeover and its impact on the TSE 
300. 


In an average merger, an individual offers to buy the stock of a 
targeted company at a price above the current market value of the company's 
shares. The price may be increased again to attract the more reluctant 
shareholders. This activity seems simple, but it can have further 
repercussions. 


For example, you may be familiar with the recent takeover of Genstar by 
Imasco. This started back in August 1985, when Genstar purchased Canada 
Trustco. It then merged Canada Trustco with one of its holdings, Canada 
Permanent, and created the largest trust company in Canada. This company's 
assets are now ranked among the top five Canadian banks. You can see from the 
chart that Canada Trust would come just before the Toronto Dominion Bank in 
terms of asset size. 


The purchase price of Canada Trustco stock was $46, $10 higher than the 
pre-merger price, which was $36. This moved the TSE 300 index, a highly 


F=-25 


followed market indicator, up by five points. Then, in July 1986, Imasco 
offered to buy Genstar. This buyout pushed the price of Genstar up $20 and 
increased the index by 20 points. 


The graph now displayed shows a comparison of the index level had the 
price of Canada Trustco and Genstar shares remained the same; in other words, 
if no merger had occurred. As you can see, if you had invested in a security 
based on the index with the idea that the market was going to fall, you would 
have lost money; not necessarily because of wrong forecasting, but rather 
because of a merger arising and affecting the index level. Often, the impact 
of mergers is not taken into consideration by either investors or forecasters. 


Genstar is only one example of the many mergers that may occur 
throughout the year. In fact, mergers were responsible for at least 35 points 
on the market so far this year. Our responsibility as a self-regulating 
exchange is to ensure fair and efficient capital markets, and therefore we 
monitor these kinds of activities closely. It is our position that, where 
possible, investors should be ensured equitable treatment. We are therefore 
supportive of the committee's interest in understanding the impact of 
corporate concentration on Canadian capital markets. I hope this presentation 
has assisted you in this regard. 


Mr:-Chairman: It has. It has been very educational. Any questions? 


Mr: Ashe: Can we hear some sort of advice on how we can all make a 
pile of money on the stock exchange this week? 


Ms;-Larocque: I am afraid I cannot tell you that. If I knew, I might 
not be here. 


Miss Stephenson: Would that be considered insider information? 


Ms. Larocque: It might be. 


Mr. McFadden: I have two questions. We have been provided with 
material from Royal Trust, which shows the top 10 Canadian financial 
institutions. 


Ms.-Larocque: In terms of assets? 


Mr. McFadden: In terms of assets; and we find Canada Trust in this 
figure--it does not show at what time this was shown--is about $20 billion. 
Your figure shows it to be considerably larger. I assume the Royal Trust brief 
was done prior to the actual merger of Canada Trust and Canada Permanent. It 
looked to take on a different asset face. What is going on here? 


Ms. Larocque: If it is much lower, I assume it is because they did 
not include the other corporation. 


Mr. McFadden: By the way, members of the committee, appendix 3 in 
the Royal Trust documents is the bar graph I am referring to that shows Canada 
Trust at a little more than $20 billion. Your chart 4 here shows Canada Trust 
up at more than $50 billion. That is quite a difference, and I assume the 
Royal Trust bar graph was developed-- 


Miss Stephenson: Can we determine the date? There is no date. 


Ms: Larocque: Steve Rider would like to make a comment because you 
Saw the presentation and wondered. 
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Mr. Mackenzie: Also on page 22, the $21.5 billion and the $13.5 
billion still do not add up to $50 billion, and that is why I am wondering 
what the time frames are. 
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Mr. Rider: Looking at the Canada Trust corporate quarterly report 
statement, I checked quickly with my office when I saw those figures come out. 
Ours is assets under administration for Canada Trustco, and it was stated at 
$51 billion, compared to a pro forma of $49 billion the previous year. This is 
from the Canada Trust report; so I assume the previous presentation probably 
did not include the merged company. 


Mr. McFadden: That is fine. They were taking Canada Trust prior to 
the merger. 


Mr.-Rider: I think so. 


Mr. McFadden: One of the issues you have raised in your report is 
the relative thinness of our equity market. It seems to me that a lot of our 
major public companies, certainly to an extent greater than in the United 
States, are controlled by small numbers of shareholders, if not by one 
dominant shareholder. The figures 1 have seen indicate that the major US 
public companies have far broader shareholdings than the Canadian major 
companies in our market, the Toronto Stock Exchange and the other Canadian 
markets. 


I am curious. We are looking currently at concentration within financial 
institutions. You mention in your brief that our mandate was determined by the 
Treasurer (Mr. Nixon). I do not want to play on the terminology. Actually, he 
suggested we look at this, and we are doing so. Committees of the Legislature 
actually decide what they want to look at and go on from there. What we have 
chosen to do to get this into bite-sized chunks is to look at the financial 
services sector first. We will be looking at other sectors as time passes, but 
since the trust companies legislation is currently under review, we thought it 
made sense to look at financial services up front. 


Our previous witnesses--and I know you heard them--talked about the 
whole area of closely held companies versus companies that have a major 
shareholder but in which the major shareholder does not hold more than 50 per 
cent, right to the bank models, where no one shareholder holds, in general, 
more than 10 per cent. 


I am curious to know what impact there might be on share prices and on 
the values of companies if the province or the federal government were to 
bring in 4 requirement that no shareholder could own, for example, more than 
30 per cent or 50 per cent of any trust company, in view of the fact that 
today virtually every trust company has a dominant shareholder who owns, in 
the case of a lot of them, well in excess of 50 per cent. What effect would it 
have on the composite 300 if a lot of shares suddenly came on the market by 
legislative requirement? 


Ms.-Larecque: That is very speculative. I would prefer to comment on 
what is happening now, and so far we are not familiar with any lessening of 
liquidity as a result of mergers and acquisitions that are taking place now in 
Canada. 


I would also come back to the point about thinness. You mentioned that 
we have very thin markets. As you probably are aware, the TSE likes to refer 


F-27 


to its market as a very highly liquid market. We recognize that Canada has a 
special feature, that we have some closely held corporations and a very small 
group of powerful families in corporations. This is why the index, which is 
the Canadian market indicator, uses the definition of ''flow,'' which is taking 
out the control blocks. Thus, although we have what you have called a thin 
market, I would argue that we have made corrections for that and that, given 
the fact that there are some closely held corporations, we still have a fairly 
active and highly liquid market. 


Mr. McFadden: I appreciate why you have done that in your indexing. 
It is useful for the purpose of developing the index. 


Ms. Larocque: Yes. 


Mr. McFadden: It is a bit illusory in the sense that you still have 
shareholders who own 50 per cent or more of a lot of companies, and you have 
taken them out. If they suddenly decide to exit for one reason or another, 
then they have to come back into the equation. I appreciate what you are doing 
and I understand the economic justification for it in your developing an index. 


The question I would like to raise concerns the desire to build in more 
players. If I may zero in on financial institutions, we are constantly stuck, 
on the one hand, with the concern to maintain the financial integrity of 
financial institutions; on the other hand, it seems desirable that we should 
have more players. It gives the market more liquidity. As well, there is 
probably the need for more competition in some areas, although Royal Trust has 
made a very good point that, in fact, there is pretty fair competition overall. 


What programs has the Toronto Stock Exchange in effect now to encourage 
people to come in? I know you have a junior listing started and so on. 


Ms.-Larocque: For additional companies to become listed? 


Mr. McFadden: Yes. There may be a difference of opinion about 
whether we have enough, but let us say competition is a desirable goal. We 
should have more trust companies. We now have a proposal for the Loan and 
Trust Corporations Act that companies have a minimim capitalization of $10 
million or more. That may or may not be a desirable goal in the sense that it 
could discourage regional companies from opening a facility. 


Given the thrust of the legislation, do you feel the rules of the stock 
exchange could be in any way amended or enhanced to encourage these kinds of 
companies to list and get into operation? My worry right now is that if the 
new requirements come in, very few people will ever be able to afford to go 
into the trust company area, as they have done. I am curious to know whether 
there is anything that can be done by the stock exchange to encourage these 
companies to get up and launched. 


Ms. Laroeque: Stock groups? 


Mr.-McFadden: Yes. Essentially, I am worried that nobody will start, 
because $10 million for an individual is too much. The question is how you 
launch yourself. I am curious to know what the stock exchange could do to 
encourage the development of new trust companies or other financial 
institutions to keep competition in the market. 
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Ms. Laroeque: I guess there are two parts to the answer. The first 
part is what the exchange can do in terms of its regulation, given what it can 
do and is allowed to do. There are different programs for listing 
reauirements. We have added more flexibility over the years to try to 
encourage smaller companies to go public. 


We have a program to inform potential companies how to go about 
selecting an underwriter, that kind of thing. There is also the-- 


Ms. Nightingale: The exchange offering prospectus. 


Ms. Larocque: --the EOP, the exchange offering prospectus, which 
helps smaller companies go public. There is also the listing requirement. 


There is a lot that needs to be and is starting to be done from the 
investor's point of view. If the public, Canadians and Ontarians, are made 
aware that stock investment is one way of investing their money and that it is 
not always a loser over the long term--you can make comparisons between 
investing your funds in stocks, bonds or whatever, but there are certain ways 
the government, from the tax legislation point of view, could encourage 
Canadians to buy stocks. 


You are probably familiar with the Quebec stock savings plan. There has 
been tremendous growth of companies and smaller firms going public in Quebec 
due to the Quebec stock savings plan, because people are encouraged to invest 
in the market. 


In Ontario there is ESOP, the employee share ownership plan, which was 
put in the budget recently. It will encourage employees and make them aware of 
stock investments. It will also help firms increase their equity financing. 
ESOP has other benefits, but that is one way of helping smaller firms. The 
program is designed to help smaller firms raising equity capital and going 
public. 
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Mr. McFadden: Do you advocate potentially the Quebec model as one 
way to get additional participation? 


Ms: Larocque: That certainly would be one way of getting more 
individuals participating in the market. The way you could design the program 
might be, if you are interested in smaller firms, to give greater tax 
incentives geared to investment in smaller firms. That is one possibility. You 
asked what can be done to increase the number of listings. There are two 
things. The exchange has been looking at making further refinements to its 
listing standards. Then more firms the exchange feels are appropriate can be 
listed. There are also quite a few tax incentives that should be considered. 


Mr. McFadden: That was just my concern. If we are going to have 
competition, we have to encourage more companies to get on the market, and one 
way is come on the stock exchange. If an individual has a tough time setting 
up a trust company, maybe the public could participate in it, provided it was 
properly run and had management in place to be able to go. 


Ms. Laroeque: Right. 
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Mr. Ferraro: Ms. Larocque, could you tell me what involvement or 
responsibility, if any, the Toronto Stock Exchange has when you start talking 
about insider trading? Are you mandated to report that or is that done by the 
Ontario Securities Commission? 

Ms. Laroecque: I want to add that at the exchange we have regulations. 

Mr. Ferraro: For employees? 

Ms. Larocque: For employees and also for the public at large. 

Mr.-Ferraro: I am referring to the public at large. 

Mr.-Rider: That would be in the OSC's jurisdiction. 

Mr. Ferraro: You do not have any responsibility even to report? 


Mr. Rider: To receive reports from the public or-- 


Mr. Ferraro: To report insider trading. That is done by the Ontario 
Securities Commission? 


Mr: Rider: Right. 


Mr. Ferraro: Okay. I notice when you figure out your index, you 
divide by 3,000 essentially, or bring it down to 3,000, and say today it 
stands at 3,000. Does it fluctuate up? 


Ms. Larocque: You mean the base, the denominator? 
Mr. Ferraro: Yes. 


Mr. Rider: The denominator is not at 3,000. In the statement, that 
was what the index is trading at today. 


Mr. Ferraro: I see. 
Ms: Larocque: It is the level currently. 


Mr.-Rider: The average fluctuation I would estimate at about 10 
points, but obviously it varies. You probably recall last week's downtrend. 


Mr. Haggerty: I want to go to page 2 of your brief this morning, 
where you say: ‘I would like to emphasize that the Toronto Stock Exchange 
holds no official position on corporate concentration. As Canada's largest 
stock exchange, we see our primary responsibility as the provision of an 
efficient capital market." 


I was thinking about the rumours that take place on the Toronto Stock 
Exchange, in particular the recent one related to the attempted takeover of 
the Canadian Tire Corp. The rumours were that some of the other big corporate 
giants were trying to take it over. I think your process is more than just to 
say you have no interest in it. You do have a a policy in that area that you 
can hold back the sales that day of the-- 


Ms.-Larocque: There are regulations and there are concerns that if 
something is proposed, the exchange staff will review it. There is a group 
that reviews certain proposals. Given regulations, they will have to make 


F-30 


recommendations. When we state here that we have no official position in terms 
of the whole review of corporate concentration and the impact it can have on 
our economy, I think that is slightly different to what you are referring to. 


Mr: Haggerty: I guess you can flag a certain questionable takeover 
on the market. One way is that you can cease trading on that day in that stock. 


Ms. Larocque: Yes, because of certain regulations as to price-- 


Mr. Haggerty: There is a safety precaution in there until you have a 
chance to review what has taken place, and even the buyers who are-- 


Ms. Larocque: This is a self-regulatory organization. We would flag 
or stop trading because of unusual trading practices. 


Mr. Haggerty: How often does that occur in the market in the Toronto 
Stock Exchange? Is it quite a frequent matter or concern in everyday trading? 


Mr. Rider: We have a department that watches this. The reason for 
the halts during a day is to permit full disclosure so the public is fully 
aware of it, thus to prevent insider trading basically. The frequency varies. 
Maybe half a dozen or a dozen times a year actual halts are called, but we 
have somebody in our halt department consistently watching the market for that. 


Mr.-Haggerty: In other words, this is where you can control insider 
trading. 


Mr.-Rider: This is one method to monitor unusual trading, but we 
delve deeper to find out why. What might actually occur is that we go to the 
company and make them make an announcement saying there are no anomalies for 
it; it is just market taking place. 


Mr. Haggerty: But rumours can generate an activity on the board. 


Mr. Rider: Yes, they can. That is why we go to the company to tell 
them to squelch all rumours. 


Mr. Mackenzie: I have two questions; one I am not sure is really 
yours. If I can go back to the figures we discussed at the beginning, I have a 
little difficulty with the Royal Trustco's table 2 on page 4 of its report in 
terms of the size of the group. It has Canada Trust at $21.5 billion and Royal 
Trustco at $13.5 billion. To my way of adding, that is $35 billion; yet the 
figures you show us have them at $50 billion. 1 remember somebody getting 
skewered on a ‘what's a million?" deal, but that is only $15 billion. Can you 
tell us where the difference is? 


Ms: Larocque: I can only talk on behalf of our own figures. As Steve 
mentioned earlier, these figures were taken from the-- 


Mr. Rider: Report. I have a direct quote out of the report, and this 
is where we got it. It says, ''Assets under administration, as measured by book 
value, were increased to $51 billion for the Canada Trustco,'' and that was out 
of a report from Canada Trust. 


Mr.-Mackenzie: It is a hell of a difference. 
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Mr.:-McFadden: What was the question? 


Mr. Mackenzie: I just cannot understand how the listing in the Royal 
Trust presentation, table 2, showing $21.5 billion for Canada Trust and $13.5 
billion for Royal Trustco, how the new merged group is now at $50 billion plus. 


Mr. Ashe: Is that not explained by the words you just read, ‘‘under 
administration.'' That would include pension funds under administration, which 
would not come under the capital assets side of the company in any event. 


Mr. Rider: I do not have the figures to verify that. 


Miss Stephenson: It was suggested that Royal Trustco administered $5 
billion worth of pension funds but they did not include that in their assets. 


Mr.-Mackenzie: If you added that $5 billion, you would still come to 
a $10 billion difference. 


Miss Stephenson: Canada Permanent must have had a significant 
amount. The thing we do not know is the date at which those figures were 
developed. If they were before the merger of Canada Permanent, then we can 
understand why their figures are lower than those in-- 


Mr. Mackenzie: Table 2 was at December 1985, according to something 
we got from Royal Trust. 


Inter jections. 
Ms. Larocque: One thing is tc go back and check the figures. 


Mr. Mackenzie: It may not be a major point. I am just curious to 
know the assets. 


Mr. Chairman: I am wondering if we should invite Royal Trustco to 
peruse our transcript that we are preparing right now and clarify it with us 
in perhaps a written memo. 


Mr.-Mackenzie: It is not $1 billion-- 


Mr.-Larocque: What we can do is simply provide you with our source 
of information, and if you can obtain the source of information with the Royal 
Trustco, you will be able to compare the figures. 


Mr. Mackenzie: What disturbs me a little bit--not that I am a player 
on the market, because I am not--is the extent to which, it seems to me, the 
market gets skewed a bit by a takeover--35 points difference in the market as 
a result of takeovers. Is this not a concern at all to the market? 


Mr. Rider: The Toronto Stock Exchange 300 composite index is set up 
to monitor stock price activity on the market. Right now, yearly events would 
be mergers, and we monitor that within our price range as well, because the 
public benefits and does not benefit from them. 


Mr.-Mackenzie: You could have ended up a loser, as you said in your 
comments, strictly not at all based on the performance of the stocks you are 
investing in. 
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Ms. Larocque: It is based on what is happening in Canadian 
confidence in the market. Merger is one of the components and one of the 
variables that affects stock prices and shares outstanding. It is taken into 
account through the index level. 


12:00 


Miss-Stephenson: The rationale for the merger might have something 
to do with determining whether or not it benefits anyone. 


The question I have is simple. I believe we heard the representatives of 
Royal Trustco Ltd. tell us that any major modification to the size of the 
major shareholder component within a trust company in this province would have 
a very damaging impact upon the equity situation for companies in Canada 
since, according to them, the companies obviously would not have as many 
assets and therefore the amounts of their equity holdings would be reduced. 


As objective observers, since you do not have anything to do with either 
trust companies or banks or with anybody else but you do look at what is 
happening in terms of their shares within the stock market, has that been 
borne out anywhere that you are aware of? If there is a reduction in the size 
of major shareholders in any one of the financial institutions has that had a 
damaging effect on the availability of capital for Canadian companies or for 
companies within the jurisdiction? 


Ms; Larocque: So far we have not witnessed any lessening of 
liquidity due to these kinds of mergers or acquisitions. 


Miss Stephenson: You are looking at it from the opposite direction 
because there has not been any limitation so far. I guess I am asking you to 
look at other jurisdictions. I do not know whether there are other 
jurisdictions where there has been a restriction on that and whether there has 
been that kind of impact, because I guess I can understand their fears. I do 
not know if they are well grounded or not, that is all. 


Ms. Larocque: I find it very difficult to answer. 


Miss Stephenson: One of the things we do not want to do is decrease 
the amount of capital available for investment in Canada. 


Ms: Larocque: We have not studied the issue in depth at this point 
so 1 cannot answer this question. | 


Mr. McFadden: Just to follow up on what Mr. Mackenzie raised. I do 
not know if you have looked at this or not. In respect of the wave of mergers 
and acquisitions over the last couple of years, in terms of the small 
shareholders--the person who makes up this index--do they in general seem to 
have benefited from higher share prices? Have they wound up about even or have 
they lost in the value of their shares? I am talking about the small 
shareholders. 


Ms. Larocque: If you look at the index level overall, on a long-term 
basis we have to look at the rate of return on the portfolio base on the TSE 
300. I would have to say that rate of return has been greater than the rate of 
return on other types of investment which cannot be due only to mergers or 
acquisition. We have not separated that component so, again, I cannot answer _ 
this question. If you look at the rate of return overall, return on stocks has 
been greater than the return on other types of investment, whether it is due 
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to economic conditions, to profits or to many things, including mergers and 
acquisitions, I suppose. 


So just to say that one went up and the other one went down, at this 
point we cannot separate each component. 


Mr.-Maekenzie: Would it not be reasonable to expect, though, that 
there probably should be a better return? That would never be my argument 
because I think there are offsetting factors such as jobs, competition, the 
whole works, but normally one would expect a slightly better rate for those 
people who have invested in any of these mergers. 


Mr.-Rider: If you are investing in the market you probably would see 
a better return. The only time you would get hurt in this type of thing would 
be if you are shorting the stock or selling stock you do not have. That is 
very unlikely for the small investor to do. It is a very advanced method of 
investing. Generally, in the marketplace, you probably would more than likely 
benefit. 


Ms. Larocque: If your portfolio is well diversified and you cover 
almost every stock, then if there is a merger you might have that stock. 
Otherwise, with small investors-- 


Mr. McFadden: Hit and miss. 
Ms. Larocque: Exactly. It depends, is the answer. 


Mr. McFadden: If you get a hot merger going on you bid up. I suppose 
the small investors benefit in the sense that, particularly if you have some 
competition going on, the’small investors have the benefit of all the 
competition if they hold and see their share prices go up 20 per cent, 30 per 
cent or 50 per cent in a matter of a few weeks. 


The question I would throw out is on the problems that are created. I 
know this is a little beyond your purview, but problems are created for the 
companies after all this has occurred and companies that have tried to repell 
takeovers may wind up taking on debt that is unhealthy, or companies have 
levered themselves to an unhealthy extent to acquire the company they are 
after and then suddenly find themselves burdened with debt or assets they have 
to dispose of because they need some liquidity. 


I know that is beyond your purview, except certain requirements. One of 
the things that struck me that may be somewhat unhealthy is the ability of 
some companies to get involved in very expensive acquisitions, totally 
borrowing the money to do it. It seems to me you are heading back to the type 
of situation we had in the 1920s where people totally levered acquisitions. 
Public companies, particularly, become the problem because they totally lever 
it using bank financing. If the acquisition starts to drop, then you get into 
the Dame problem where they actually prejudice and endanger the small 
shareholder who suddenly finds that the levering and all the bank financing 
that went into it is jeopardizing his position. I know the exchange does not 
have any rules that deal with this particularly, but I think the real danger 
we are running into now is that the companies have levered so many 
acquisitions that we could have severe problems if there is a major reverse 

economically. 


Miss Stephenson: Would that be an exchange responsibility? 
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Mr. McFadden: I am not sure it is the exchange's responsibility. 


Miss Stephenson: It might be the commission's responsibility, would 
TCT rOCY 


Ms. -Laroeque: Yes. 


Mr:-McFadden: Maybe that is something we should ask the chairman 
this afternoon, but that is a worry. 


Ms: Larocque: Is the chairman of the Ontario Securities Commission 
speaking this afternoon? 


Mr: Chairman: He will be here. 


Mr. McFadden: I do not not know whether that is a worry of yours, 
but it seems to me that the proliferation of leverage buyouts is a worry and 
it has become epidemic. 


Ms: Larocque: The only precaution is that commmittee members should 
not look only at the stock price increase but also beyond that. 


Miss Stephensen: The actual behaviour thereafter. 
Ms.-Larocque: That is right. That is the whole picture. 


Mr. Chairman: Thank you very much. Your presentation has been very 
helpful. I hope we can count on you if we need you to assist us more some time 
in the future. 


Ms. Larocque: Yes, you may. It would be our pleasure. 


Mr. Mackenzie: I have one final question on this. I presume it is 
available somewhere. Do we have relatively up-to-date information on the 
number of Canadian shareholders on the stock exchange and the percentage of 
how much stock they hold? Are these figures available? 


Ms. Larocque: For the companies, we have an estimate of the 
incidence of share ownership in Canada. A survey was done in the fall of 1983 
and at the time it was 11.4 per cent, including British Columbia Resources 
Investment Co. holders. We are currently doing an update and we will have an 
estimate of the incidence of share ownerships by the end of the year. 


Mr. Mackenzie: You will not have that until the end of the year. 
Ms. Larocque: The end of November is what we are looking at. 


Mr. Mackenzie: I would be interested in getting the share ownership 
update as soon as it is available. 


Ms; Laroeque: We can provide you with the report that is currently 
available. When we get the update, we will make sure you get a copy. 


Miss Stephenson: It will be useful as well to have comparative 
figures for two or three other major free market countries in order to see 
this. 


Mr: Mackenzie: That would be helpful if we could get it. 
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Ms. Larocque: We can provide you with some of those figures. Shall 
we send the information to Mr. Mackenzie? 


Mr. Chairman: Thank you very much. We look forward to receiving that 
information. Members of the committee, Mr. Bond has been doing a little 
looking around to try to figure out what the Royal Trustco figure means. He 
has handed me an article from the Globe and Mail Report on Business which 
points out that Trilon has $15.1 billion in assets but $65.1 billion under 
administration, and then you have some other figures there. 

Mr. Bond: I do not think those figures presented by the Toronto 
Stock Exchange can be correct. I have here the December 1985 figures from 
Canada Trust and they show exactly what Royal Trust showed in terms of assets 
under administration. 

Mr. Chairman: Where is that coming from? 

Mr.-Bond: This is from the Report on Business, Globe and Mail. 

Mr.-Chairman: July 1986. 

Mr. Bond: July 1986. If anyone is interested, I can-- 


Miss Stephenson: We should try to determine where they got theirs 
and what the composition is. 


Mr. Chairman: If the committee would like, I or the clerk can make 
contact with them again to clarify some of their figures. 


Miss Stephenson: Would someone please have this clarified? 
Mr. Chairman: All right. We will see you all at two o'clock. 


The committee recessed at 12:12 p.m. 
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CORPORATE CONCENTRATION 
(cont inued) 


Mr. Chairman: We have with us this afternoon Stanley M. Keck, 
chairman, Ontario Securities Commission. 1 understand you have a few opening 
words and then you will entertain questions. Go ahead. 


ONTARIO SECURITIES COMMISSION 


Mr. Beck: I thought the most helpful thing for the committee in 
terms of its look at financial institutions was perhaps to outline very 
briefly the change that is under way in the securities industry because, after 
all, that is something over which the province has direct jurisdiction and it 
is an area where the rules are being changed. There have been many committee 
reports. I am sure you have had to plough your way through many of those that 
said this ought to be done and that ought to be done. This is one of the few 
areas, if not the only one in Canada--and the Loan and Trust Corporations Act 
in Ontario is another--where we are actually making the changes as a result of 
a report published in 1985 by the Ontario Securities Commission. 


Perhaps I could back up for a moment to say that in 1971 the government, 
while looking at a number of what were then called key sectors of the Canadian 
economy--and the federal government was looking at these areas too in terms of 
the areas over which it had jurisdiction--announced that for the securities 
industry, foreign ownership would be confined to what was called the 10/25 
rule; that is, any one foreign dealer could own only 10 per cent of an Ontario 
registrant and in the aggregate more than one foreign dealer could own 25 per 
cent. It really only reduced the 10 per cent rule because you do not get joint 
ventures in securities dealers. That became the rule in 1971. 


There were a number of foreign dealers at that time and they were 
grandfathered under the legislation, but their growth was limited to the 
average rate of growth of the major Canadian dealers; so it was very limited. 
In fact, there were some 26 grandfatherea firms at that date. The result today 
is that there are only four left and only one of any considerable size. That 
is Merrill Lynch Canada Inc. Just to put some perspective on Merrill Lynch's 
size, its regulatory capital today would be in the order of $55 million, 
whereas the largest Canadian firm, Dominion Securities, after its public issue 
last week, has capital of $250 million. That gives you some perspective. I 
suppose Merrill Lynch's $55 million of capital would rank it probably seventh 
or eighth among the Ontario registrants in terms of capital. 


With respect to domestic financial institutions, one has to deal also 
with the Bank Act, which is federal legislation. The Bank Act limits chartered 
banks to not more than a 10 per cent holding in another Canadian corporation. 
The Bank Act on the federal level limited Canadian banks to a 10 per cent 
holding in a securities dealer. 
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Apart from the Bank Act, in terms of insurance companies or trust 
companies owning a percentage interest in a Canadian dealer, there is nothing 
in the Ontario Securities Act to limit such ownership. But the rules of what 
we call the SRO, that is the self-regulatory organizations--primarily the 
Toronto Stock Exchange and the Investment Dealers Association of Canada--also 
impose a 10 per cent limit. When one looks at foreign and domestic ownership, 
both financial and nonfinancial, one is really looking at a 10 per cent level, 
which was really not very high. Those were and are the rules. 


On the other hand, the reality is that financial markets have become 
international. That is one reality. The telecommunications revolution means 
that financing is no longer a domestic matter. A corporate treasurer scans the 
world for the best rates and the best deal. When we say '‘'scan the world," in 
effect, it means pushing a button and calling up on a screen what the best 
deal is today in yen, deutsche marks or the Eurobond market. International 
dealers call on the domestic issuers all the time and offer their services, as 
they are allowed to do, because it is primarily an offshore transaction. That 
is a very difficult thing to control even if one wanted to. 
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Of course it is not only domestic corporate issuers, but also it is 
domestic governments. When Ontario Hydro finances, it looks around the world 
for the best deal. Today Ontario Hydro finances in the yen bond market in 
Japan and finances in the Euro-Canadian market in Europe or it will do what we 
call a US dollar pay deal. it will finance in the United States. If it 
finances in Japan, it will do so through Daiwa, Nikko or Nomura. If it 
finances in the United Kingdom or in the Eurobond market, it may use Credit 
Suisse, First Boston, Salomon Brothers, Morgan Stanley or it may use Wood 
Gundy, a domestic registrant, but it will look to where it feels it gets the 
best service and the best deal on a worldwide basis. 


If it is concerned about an interest rate risk or a currency risk, there 
has grown up what has come to be known as the swap market where you can 
exchange your risk in currency with a counterparty who wants to change into 
dollars and the same with in between floating and fixed interest rates. I hope 
no one asks me to explain how the swap market works, but it does work. In 
three years it has grown into a $200-billion market. These securities are 
swapped all the time. 


Mr. Mackenzie: Sort of hedging your bet so to speak. 


Mr. Beck: Yes. It is not so much hedging, because you are making an 
absolute exchange from fixed to floating or from yen to US dollars or yen to 
Canadian dollars. It costs you a little something, but not nearly as much as 
what the currency risk would be or staying in a fixed instrument would be. 


Hedging is another part of it. You do not mind so much the risk you are 
going to take because the financial futures market has grown so large that you 
can hedge or you can hedge the currency risk. If you are exposed in US dollars 
and you think, as a smart treasurer might have a year ago, that the US dollar 
was going to go down, then what you could do is buy a forward contract. You 
could sell dollars or buy dollars and the same in yen or deutsche marks, so 
that you can run a perfect hedge almost. 


It costs you a quarter, half a point, or whatever, to buy foreign 
exchange, but you are protected against significant currency risks, and 
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currency risks are significant. For instance, we know the American dollar 
relative to the yen has dropped about 40 per cent in less than a year. That 
makes the interest rate exposure in a risk look minimal. Currency risks are a 
real risk today, but you can hedge those risks. 


The other thing that has happened to make an international market is 
that the barriers have broken down between what we in Canada call the four 
pillars, the banks, the trust companies, the insurance companies and the 
securities dealers. Because of the volatility of money around the world and 
the ease of international dealing, banks no longer make the greater part of 
their income on what we call the spread, that is, the spread between what they 
pay a depositor to take in the money and what they get on lending the money 
out. 


That is the traditional way banks have made money and the traditional 
way that corporations have financed. They have gone and knocked on the door of 
their friendly banker. Now, whether it is for $10,000, $10 million or $100 
million, one goes to the bank, but what we have today is what is called 
securitization of debt and the bank is just playing an intermediation 
function. You no longer go to the bank, because you can do a lot better by 
going to capital markets directly. The banks simply act as an intermediary. To 
put it graphically, you can do better by going into the Euromarket and 
borrowing $50 million and using the swap market, if you want, or hedging than 
you can by going to the bank directly and say, ‘'Lend me $50 million," and they 
will charge you a point or a point and a quarter above prime rate. 


According to a recent address I heard by the head of Citibank in London, 
the rate for prime corporate credits is now one sixteenth of a point over the 
Londen interbank borrowing rate. That is the rate the banks charge among 
themselves. Banks will go broke very quickly lending money at a sixteenth 
above the London interbank borrowing rate. They do not want to do that 
business any more. They are in the securities business. They are 
intermediaries. Their competition today around the world are the major 
security houses, whether it is Salomon Brothers in New York, Nomura Securities 
in Japan or Warburg in the United Kingdom. 


Mr. Ferraro: Are there fixed and floating rates in Europe? 
Mr. Beek: Oh sure, yes. 
Mr. Ferraro: Which one is predominate now? Floating? 


Mr. Beck: I would say floating, yes. Euronotes, a note issuance 
facility, is becoming very-- 


Mr. Ferraro: What do they float at in proportion to? 


Mr. Beck: It depends on the currency in which you are talking, the 
interest rates. 


Mr. Ferraro: They are not geared to the Bank of Canada. They do 
their own. 


Mr. Beck: That is right. There has been a very great breakdown, 
therefore, between the barriers. Everybody wants to play in everybody's 
backyard and everybody wants fee income rather than what you make on the 


spread. The same thing has happened in Canada in different directions. When 
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the Bank Act was amended in the 1960s, the banks were allowed into the 
mortgage business in Canada for the first time and the trust companies into 
the commercial lending market. That is not quite the word I want. 


Mr. Ferraro: Consumer lending. 


Mr. Beck: Yes, into the consumer lending market. The result today is 
that. the banks have more than 50 per cent of the mortgage market in Canada and 
more than 60 per cent of the consumer lending market and have moved away from 
the IACs, as they used to be in this country. At the same time, the trust 
companies are into the deposit business and into the commercial lending 
business. They want that level raised and the new Ontario act is raising it. 
The trust companies are into the bank business. The bank is into the trust 
company business. They are both into the securities business, so there is not 
all that much left among the four pillars. 


The same is true with the insurance companies. The insurance companies 
want to sell mutual funds today because not all that many people, or at least 
those who are ill-advised, are buying whole life any more. They want variable 
instruments which vary with the ups and downs of the market of interest rates. 
Insurance companies are training their salesmen and registering them with us 
as mutual fund dealers. 


The insurance companies are also very active in the private placement 
market as takers of that debt and they want to own securities firms directly. 
This is all sort of a long-winded background to the 1985 OSC report which, in 
effect, said we have to open up the domestic market because the reality today 
is the international markets. If Toronto is to take its place as a major 
international market, which it ought to be, then we have to open up this 
market. 


There are two ways to go. One is to do what is happening in London, 
which is known as the big bang, which takes place on October 1/7 when all the 
rules come off, and any bank, any insurance company, any trust company or any 
foreign dealer can go into London and start a business. They have done away 
with fixed commissions. We did away with fixed commissions almost seven or 
eight years ago now and they had a distinction between jobbers and brokers 
which we never had. It is an open international market and it has meant 
dramatic change in that market. 


Banks are very major owners of securities dealers now as are insurance 
companies. There is nothing to stop a major UK corporation or indeed any 
corporation around the world from getting into the securities business, if it 
wishes, and buying a securities firm. It is a completely open situation. 


We felt that would be the wrong thing for the Ontario industry and, in 
effect, the Canadian industry, given our size, particularly relative to our 
very large neighbour and the very much greater size of the American firms. 
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There is also another important point about the structure of the 
Canadian industry, and that is that the big six A banks--there used to be only 
five; now I suppose there are six--form a very large economic unit in this 
country with their some 7,000 branches right across the country. They have 
always been a powerful economic force in this country. One really has to 
consider whether it would be the best thing from an economic point of view to 
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integrate underwriting completely with commercial lending in terms of the 
banks, but that also applies to the trust companies and the insurance 
companies. 


The result is the compromises that were set out in the report and that 
the Minister of Financial Institutions announced as government policy on June 
12 with instructions to the Ontario Securities Commission to consult with the 
industry, draft the regulations and have the new scheme in effect by January 
1. We have been spending a long, wet summer drafting those regulations in an 
attempt to do that. 


What the rules are essentially is that foreign firms can come in in one 
of two ways. They can buy 30 per cent of a domestic dealer with no limitations 
on that domestic dealer. That is one way to come in: take a 30 per cent 
position. 


A second way is to come in directly and register. That is, Salomon 
Brothers, New York, can come in and register as Salomon Brothers, Ontario, as 
a wholly owned subsidiary. However, that class of foreign registrant, what we 
call the foreign dealer registrant, will be limited to 30 per cent of the 
total domestic industry capital. Thus, if the capital of the domestic 
industry, including what the foreigners would bring on what we call a 
grossed-up basis, will be approximately $2 billion on January 1, the foreign 
dealers will be allocated $600 million, and any one foreign dealer would be 
entitled to only 1.5 per cent of the total. Thus, if the total is $2 billion, 
any one foreign dealer will be allocated only $30 million of regulatory 
capital. 


That is to be contrasted with Dominion Securities having $250 million of 
capital and the top five or six Canadian firms having between $100 million and 
$250 million. The foreigners will be limited initially to $30 million each 
when they come in. They can come in that route directly with a capital limit; 
they can come in owning 30 per cent of a domestic dealer with no capital limit 
on the domestic dealer. 


That leaves only the domestic financial institutions and domestic 
others, as we call them, others being other than financial institutions. The 
rule for financial institutions is to be, again, 30 per cent ownership of a 
domestic dealer, although when Mr. Kwinter made his announcement, he said he 
would be willing to consider raising the level somewhat above the 30 per cent 
figure so as to give the Canadian firms a leg up over the American entrants. 
That is still on the table. 


Mr. Ferraro: Can they buy into only one? 


Mr. Beck: Yes, into only one. That is still on the table, and the 
minister is awaiting the recommendation from both the OSC committee and the 
Investment Dealers Association committee, with which it is working. When we 
finish the draft regulations, we will present a recommendation to the minister 
about whether that figure ought to be lifted above 30 per cent. 


That applies to A banks. B banks will be limited to 30 per cent. It is 
only the A banks that would get more than 30 per cent, if that is the 
decision. It is the same for Canadian trust companies and Canadian life 
insurance companies. 
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That leaves the domestic others: Bell Canada Enterprises, Canadian 
Pacific, whatever. The thinking at the moment is that they will be allowed the 
same amount as the Canadian financial institutions; that is, if it turns out 
that it is 30 per cent or 40 per cent for Canadian financial institutions, 
then that will be the figure for the Canadian others, the nonfinancial 
institutions, in terms of keeping some control on the mix between what has 
come to be known as the real and the financial and having that sort of sawoff. 


Thus, it is in some ways bringing the pillars together, but it is only 
recognizing what is happening in any event both domestically and around the 
world. I thought I would give that picture, that background, of where we are 
in restructuring the securities industry in Ontario, and therefore effectively 
in Canada, because Toronto is very much the centre of the Canadian capital 
market. I thought I would use the background as a point of departure for any 
questions members of the committee may have. 


Mr. Ferraro: I have two questions. Specifically, how do you think 
they came up with 30 per cent, to begin with? 


Mr. Beck: We felt there had to be an opening significant enough to 
be attractive to those who wished to invest but something that would be less 
than ultimate control right at the beginning. The argument can always be made 
that in certain situations 30 per cent will be controlled. I would not dispute 
that; it might in certain situations. On the other hand, in many situations it 
will not be. We tried to reach a figure that would be a real opening, that 
would be attractive to the investors, but that would not automatically cede 
control initially as the market opens up. 


Mr. Ferraro: My other question has two parts. Could you comment on 
the Ontario Securities Commission's responsibility to inform and regulate 
insider trading? Second, what penalties or vehicles do you have at your 
disposal when you find an anomaly? When you find something wrong, what 
repercussions can ensue to the culprit? 


Mr. Beck: Ontario was a leader in enacting rules against insider 
trading when what I call the first modern securities act in Canada came into 
force in Ontario in 1968. It was a leader in defining insiders and requiring 
them to report their transactions on a monthly basis and requiring the report 


to be published in a public document, the Ontario Securities Commission 
bulletin, which is published monthly. All insiders, as defined, have to report. 


Mr. Ferraro: Subsequent to their trading. 


Mr. Beck: Yes. They have to report within 10 days after the end of 
the month of the trade. My director is here and can correct me if I am wrong. 


Mr.-Ferraro: Why would you not have that done before? 

Mr. Beck: Prior to the trade? 

Mr. Ferraro: Yes; confidential permission or something. 

Mr. Beck: I am not sure what we would do with that information or 
whether it is very practical to have that kind of regime. Do not forget there 


are thousands of insiders; it is a broad definition. 


Mr. Ferraro: With a certain level. 
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Mr. Ferraro: Let me ask another question on that. When you have 
found something wrong with insider trading, what benefit is there to the 
general public to know it after the fact? 


Mr. Beck: It is very hard to set a rule beforehand to catch someone 
who wants to break the law. 


Miss Stephenson: There is in fact a rule regarding insider trading. 
Mr. Beck: That is right. 
Miss Stephenson: All brokers are supposed to follow it. 


Mr. Beck: There is both civil and criminal liability to the person 
on the other side of the trade. It is a statutory crime, what we call a 


provincial crime. I believe you can go to jail for up to two years and receive 
a fine of, what, $25,000? 


Mr. Pascutto: It is $2,000 for individuals and $25,000 for companies. 


Mr. Beck: Anybody who wants to break the law is not going to come 
and tell you beforehand, regardless of the kind of theft. 


Miss Stephenson: Second-storey men do not usually tell you when they 
are going to rob the house. 


Mr. Beck: That is right. They are not going to knock on the door and 
let you know, nor is an inside trader. 


You try to have a reporting system. This has to be seen with complete 
audit trails that are required for all trades on the Toronto Stock Exchange. 
One can track down trades and find out what actually happened. People can look 
at a monthly bulletin to see who has traded and trace it. We can begin an 
investigation if something does not look right to us. We have the power to 
bring an action on behalf of an aggrieved shareholder on our own for civil 
remedies, for damages that have been sustained as a result of the trade, and 
to bring a case to court and ask for a criminal penalty, either a fine or a 
jail sentence. We do have quite a complete regulatory structure in place for 
insider trading. 
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The other side, a more difficult side, is actually to catch people and 
prosecute them, and we have found that to be a very difficult case. We 
finished one major investigation recently; we have another major investigation 
under way as a result of a recent major takeover bid. But you are talking 
about tracking through thousands of trades and options trading that is going 
on. We are co-operating with the Toronto Stock Exchange--or, more accurately, 
they are co-operating with us--in restructuring some of their computer 
programs so we can try to throw up this kind of information. We have beefed up 
our investigation staff and we hope to be a better policeman in the future. 


Mr. Ferraro: I understand what you are saying about how second- 
storey men are not going to tell you in advance that they are going to knock 
off your place, but I am dubious. To some degree it is like closing the barn 
door after the horses are out. I just wonder, is there no intermediary step 
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there? In other words, you can make the trade, but the actual equity would not 
transfer, even if you had to pay interest on the equity, until such time as 
the OSC made a judgement. Would that not make more sense? 


Mr. Beck: I do not think that is going to catch any more people, 
because those who are setting up-- 


Mr. Ferraro: You are not going to find the guy in Switzerland, I can 
tell you that, if his bucks are still here. 


Mr. Beck: We are taking some steps to find the guy in Switzerland. 
The Securities and Exchange Commission is ahead of us in that in terms of its 
agreements with the Swiss authorities and getting the Swiss to make insider 
trading a crime so you can get the information; but if somebody wants to hide 
his insider trading, I do not think those kinds of devices are going to be 
particularly effective. 


The thing that will be effective is the kind of computer program we have 
been talking about, the co-operation with the exchanges and the dealers, so 
that all those trades are thrown up and you can begin to trace through where 
they are taking place. We think that is the effective way to do it, and to up 
the penalties. 


Of course, the most effective thing in almost all crime is to catch one 
or two people and-- 


Mr. Ferraro: Crucify them. 
Mr. Beck: --impose the penalty. I would prefer to say that. 
Mr. Ferraro: It is a figure of speech. 


Mr.-Beek: That is the most effective prophylactic there is, and we 
are trying to be more effective in that area. 


Miss Stephenson: Would you have the same sort of difficulty they are 
having in the United States right at the moment; that is, debating who gets 
the windfall when someone is caught and the money is collected? Do you get it 
or does the income tax department get it? Is that going to be a major problem? 


Mr. Beck: If it is a criminal penalty, I presume it goes to the 
Treasurer, the general coffers; if it is a civil penalty, it goes to the 
person who is suing on the other side. 


In negotiated settlements, which are the best way to go--and there have 
been negotiated settlements, not necessarily on insider trading but in other 
areas where we negotiate a settlement--we can direct that shareholders be 
paid, or if they come to us and can prove they were trading in that period, we 
see that they are recompensed. That is what we did in the Union Enterprises 
and Unicorp Canada deal, where we reached a $/7-million settlement and 
shareholders were paid. That is what the SEC often does. That is the most 
effective settlement for the little shareholders and seeing that they get 
something on the other side. 


Again, I could not agree more. To catch some person and have him sent to 
jail, even if only for a short term, is the most effective deterrent, but it 
is hard to get these people. 
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Mr. Mackenzie: Are the fines seen as significant, $2,000 or $25,000? 
To me they are not. 


Mr. Beck: We did catch one individual, and the court fined him $250. 
That is out of our hands. 


Mr. Haggerty: He was back in business the next day, was he? 

Mr. Beek: That is right. 

Inter jection: Who says crime does not pay? 

Mr. Beek: We wring our hands in despair, but that has happened. 


Mr. Mackenzie: It sounds to me like almost a licence. Is that one of 
the things they take a look at? 


Mr. Beck: I do not know whether the individual concerned would see 
it that way. We would hope that if we had a major case, it would be taken much 
more seriously than that, and we certainly would make a major point. 


Mr. Chairman: Once he is convicted, is there any further way you can 
control him because he is convicted? 


Mr. Beck: Yes. It may be that we can rule him offside from ever 
engaging in trading again in Ontario if we think the offence is bad enough. If 
he wishes to be part of a financing in Ontario, either directly or indirectly 
connected with a firm that is filing a prospectus to do a financing, we can 
rule that financing offside. 


Mr. Ferraro: So he goes to Montreal. 
Mr. Beck: Well. 
Mr. Ferraro: You do not have anything national? 


Mr.-Beek: Yes, we do. We communicate nationally. It is possible. For 
us to rule somebody offside or unacceptable, he does not have to have 
committed an offence in Ontario. If we knew someone was guilty of a major 
fraud in Alberta and then he came here three years later to do a financing, 
the financing might be regarded as unacceptable as long as that person was 
connected with it. Do you want to add anything to this? This is Ermanno 
Pascutto, director of the commission. 


Mr. Chairman: Perhaps you will come up and sit at the microphone and 
be recorded for posterity. 


Mr. Pascutto: As to what is outstanding in terms of questions about 
the adequacy of legislation, that is one of the areas we are working on. We 
now are working on reviewing the Securities Act as a whole. One of the key 
areas we will be looking at is insider trading provisions, the adequacy of the 
penalities both criminal and civil for insider trading. The $2,000 and $25,000 
fine provisions were introduced in the 1960s, and they are out of date in 
terms of the morality of the marketplace today. In the US, they provide for 
treble damages in insider trading cases, and that is something we should 
examine with a view to making some recommendations to the government and to 
the Legislature. 
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Mr. Ferraro: The only other question I have is, how is the price of 
@ seat on the stock exchange determined? I should not be asking you that. 


Mr. Beck: The price of a seat on the stock exchange is a marketable 
commodity. It is what a willing buyer will pay a seller for a seat. 


Mr. Chairman: It is in six figures, I presume. 
Mr. Beck: No. It is below that. 
Mr. Pascutto: It is approximately $45,000 at present. 


Mr. McFadden: I wonder whether we can zero in a little on the 
subject the committee is particularly concerned with, the impact of 
concentration of ownership in the financial services area. Listening to your 
remarks, I gather the thrust of what you are saying is that as the whole 
market internationalizes, the logic of this is to push us towards larger 
units. Evidently, that is happening. It is quite clear from reading the 
research material we have received as part of this committee and the reading 
experience we have all had. We can see it going on. 


We have also heard about the dangers of concentration of ownership. I 
take it what you are suggesting, and 1 am not trying to put any words in your 
mouth, is that the trend in all the financial markets is forcing us towards 
larger units and that we do not have a lot of options, certainly in the 
securities industry. Is that fairly accurate? 


Mr. Beck: I think that is accurate. It is the logic of what is 
happening internationally. A major financial market such as Toronto cannot 
insulate itself from that. If it tries to insulate itself from that, it will 
become a regional backwater in terms of international markets. Two things can 
happen: it will become a regional backwater or it will lose the business to 
another market that will internationalize and wants the business. In Canadian 
terms, that is Montreal. There are those two possibilities. 


What is happening around the world because of internationalization, as I 
have said, is a breakdown of the traditional barriers, particularly between 
banks and securities dealers and a move to very large size. It requires a lot 
of money to have the technological capacity to be able to trade around the 
world and to be a principal rather than an agent, a traditional trader. To be 
a principal means to be able to take on the position in stocks or bonds 
yourself, and that requires a great deal of money. 


Size is not necessarily coextensive or synonymous with concentration, 
because although what we are talking about -here will lead to some 
rationalization in the Canadian securities industry and to some coming 
together of banks and securities dealers, at the same time you are opening the 
market. You are going to have a much more competitive market than you had 
before, even though you have larger, world-class players; it is going to be 
very competitive. It is a mistake to think that size equals concentration. If 
one looks at the Canadian financial sector today, regardless of the fact that 
one has a Brascan, a Power Corp. and a Crownx, a case can be made that it is 
one of the most competitive sectors in all of Canada. 
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The introduction of the B banks has made banking very competitive. There 
is a terrific battle going on between the banks and the trust companies for 


F-1] 


the depositor's dollar and for the mortgage business. It is the same with life 
insurance companies selling new and different products to the consumer. The 
Canadian consumer has profited and benefited enormously from what has happened 
in the Canadian financial community. He has never had a better deal on 
mortgages, on prepayment, on his savings account and on the new kinds of 
instruments that are being devised for him. 


In the good old days of just five Canadian banks that controlled the 
then sleepy trust companies, the Canadian consumer and depositor did not have 
it nearly as good as he has in today's era of so-called concentration and 
larger units. It is very important to distinguish between size and 
concentration as such. The Canadian financial market today is extremely 
competitive and to the benefit of the little guy, of consumers and corporate 
issuers. 


Mr. McFadden: To follow up on one point you made, there is a 
proposal that I guess came originally from Montreal about creating an 
international banking centre there. Now 1 gather Vancouver is pushing for 
consideration for that. I assume Toronto wants to be considered in the same 
league. Are you of the view that should be a priority in terms of the 
province, that if any cities are to be designated, Toronto should be one of 
them? Is it accurate to say you would favour that? 


Mr. Beck: Yes, if any cities are to be designated. I am not sure I 
see the need for it in Canadian terms. It does not make sense in terms of 
where financial markets are centred today to favour Montreal over Toronto. 
That would be an umeconomic decision that would artificially force business to 
Montreal. 


Mr. Ferraro: All the action is in Toronto. 

Mr. Beck: That is right. The action is here. 

Mr. MeFadden: It would be quite bizarre for someone looking at 
Canada if it had three. In Britain there is London, Manchester and Edinbureh. 
Various countries all over Europe have three and four financial centres. I 
cannot think of any countries that-- 

Miss Stephenson: It is like having a Mirabel. 

Mr. McFadden: Given the size of our country, it would almost verge 
on the bizarre to have three when we are facing such fierce competition from 
Tokyo, New York and London. 

Mr. Beck: I agree. I do not see it happening because it would take 
co-ordination of federal tax policy with provincial tax policy. I cannot 
conceive that federal tax policy will pay for Montreal and discriminate 
against Toronto. I cannot see that as a national policy. 

Mr.-Ferraro: You have to be kidding. 

Mr. Beck: I do not think it will happen that way. I hope not. 

Miss Stephenson: It is a new era. It is not the old era. 


Mr: Ferraro: That is what I am afraid of. 
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Mr. McFadden: One final area 1 would like to probe is a matter that 
has raised some concern, and that is the area of competition. When the Deputy 
Minister of Financial Institutions was here, he said the priority of 
government in the regulatory area is not to encourage competition but rather 
to maintain the integrity of the system. That is a valid goal for regulators; 
it is fundamental. 


The logic of the amendments to the Loan and Trust Corporations Act is 
probably to make it very difficult for new trust companies to be created, 
given that their capitalization has to be 10 times greater. It will be tougher 
for regional companies to get launched. I do not know an easy way around that. 
It seems to me--and I agree with your sentiments--that the trust companies 
went into an aggressive period in the 1960s and on through the 1970s and 
really helped the consumer both in terms of the average person for his deposit 
money, for mortgages and everything else and in terms of some commercial 
lenders, some developers and so on who wanted mortgage money. 


Can you conceive any way in which the securities laws could be adjusted 
to make investing in trust companies a more attractive proposition, some way 
in which this could be encouraged so the concept of regional companies could 
be maintained, given the fact that we want to increase the minimum 
capitalization levels? What worries me is that a small businessman or a group 
of them will have trouble raising that $10 million in cash. 


Mr. Beck: And be blocked from forming a new trust company. 


Mr. McFadden: I do not have an answer. I am just curious about 
whether you have any suggestions that could even be considered that would 
assist the forming of pools of capital on a regional level and enable the 
regions to keep developing trust companies which might fit their particular 
areas, which I think this current policy might work against. 


Mr. Beck: I do not, just offhand. That is a very difficult question, 
setting the securities rules that might make it easier to raise capital that 
way. Our experience in encouraging the raising of capital, whether it is in 
the trust company area or in the natural resources area or almost any other, 
indicates to us that usually the single most effective thing is some form of 
tax incentive. That seems to work more than anything else, because when one 
begins to talk about easing the securities laws one is talking about less 
disclosure, some sort of lesser document, less ongoing disclosure. We do that 
for junior resource companies, and today we are heavily involved in looking at 
that whole sector. Whether that would be wise policy in the financial sector, 
I do not know; I have not thought that through. I think I would have some 
concerns about it. 


Mr. McFadden: That is the logic of what the stock exchange 
represents. I mentioned this morning that the tax policy will probably be the 
best route to go. I just wanted to get your view on it, if you could think of 


any creative thing we could do. You are basically opting for tax policy as 
well. 


Mr. Beck: Right; I am. I suppose it is really the root question. 
Some smaller regional trust companies have been quite good and innovative. On 
the other hand, they are a source of problems, of troubles. I understand your 
desire. There is the other side of the coin. I would want to think that one 
through. 


Mr. Ferraro: Is there not just as big a roadblock, if I can refer to 
it in context, in trying to get the mandate of the trust companies? In other 
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words, unless you have the expertise and unless you can prove to the 
securities commissioner, and indeed to the Ontario government, that there is a 
specific need for that, is that not every bit as great an obstacle as 
accumulating the necessary capital? Quite frankly, in my understanding, 
accumulating the capital is not as difficult as getting past the other 
roadblocks. 


Mr. Beck: I do not know whether you have to show any particular 
expertise in starting a trust company. If you have the capital and the 
individuals, I believe you can. There might be others who can answer that. Is 
there any particular roadblock to starting a trust company? 


Mr. McFadden: I know you have to show some capability or experience 
as part of your team. 


Mr. Beck: Yes. You would have to have on your team some who have 
experience and capability. I do not think there would be any question about 
that. However, that is usually available for those who wish-- 


Miss Stephenson: It would be foolish to try to start one without 
some expertise. 


Mr. Beck: That is right. 


Mr. Ferraro: Not at all. I understood from some individuals and 
corporations that were thinking about starting that the biggest difficulty was 
to prove to whomever or to the government, not only that you were competent 
but also that there was a need for it. In other words, if you said you wanted 
to go to northern Ontario because they were not looking after the people in 
northern Ontario well enough, your chances would be a hell of a lot better 
than saying you wanted to go to Toronto. 


Mr. Beck: Frankly, I would have to check the act. I do not know 
whether there is that kind of discretion in the registrar. 


Mr. Pascutto: It certainly would not be a securities requirement. 


Mr. Beck: It would not be a securities requirement. We do not make 
those kinds of judgements. We have enough problems. 


14:50 


Miss Stephenson: I have one question, which arises out of curiosity. 
Is the rate of insider trading a major problem for the commission at present, 
or does it vary? 


Mr. Beck: I think it varies; it is hard to know. 
Miss Stephenson: Are there more pirates one decade than another? 


Mr. Beck: It is hard to know. The Canadian consciousness is always 
informed by what we read in American publications, and a lot of insider 
trading has gone on in New York, given the more dynamic atmosphere in some 
ways, to use a neutral word, in the arbitrage community that has grown up 
there. I do not think we have those kinds of problems; I do not think there 
has been evidence of that, and it would have surfaced by now if we did. I am 
not saying there is not insider trading, but I do not think it is of the same 
magnitude or proportion. 
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Miss Stephenson: Second, the proposal which I gather you are putting 
forward related to the participation of financial institutions in the 


development of securities corporations, or registrants within the purview of 
the commission, is precisely the same as that which you would apply to 
nonfinancial institutions. Am I being hypersensitive when I feel that 
nonfinancial institutions have greater potential for manipulating or using 
inappropriately the role they might have within a securities corporation than 
a financial institution, or is it true naiveté to suggest that they are 
equally-- 


Mr. Beck: No, I do not think it is nafveté. You are in very good 
company. There are many people, and senior financial people, who hold that 
view. Frankly, it is not one that I hold. The possibilities for self-dealing 
as between securities firms and other financial institutions, or securities 
firms and nonfinancial institutions, are much more limited than they are 
between other financial institutions, particularly those of a lending kind, 
whether it is a trust company or a bank and a nonfinancial institution. 


After all, securities firms do only two things. They only trade 
securities, or they underwrite. Those are both highly visible. When you are 
underwriting, you have to sell to a market with full disclosure. Those things 
are pretty easy to control in terms of self-dealing. We are drafting the rules 
now for exactly that kind of visibility and disclosure. So I do not think 
there is nearly the concern with respect to the nonfinancial sector owning a 
securities dealer. 


Miss Stephenson: So that within the securities area this is not 
potentially the problem it might be in other financial areas? 


Mr. Beck: That is my view. But I want to say quickly-- 
Miss Stephenson: Is that biased, do you suppose? 


Mr. Beck: --that others hold a different view. We are one of the 
only countries I can think of in the developed world that would say to one 
sector of the economy, "If you need capital, we foreclose you from getting it 
from another sector of your economy because we are so worried about 
self-dealing between you.'' It seems to me that when one characterizes it that 
way, it is inappropriate for a country that is as developed as this one. That 
is almost a central American policy, in my view. 


A lot of nonsense has been talked about the mix between the real and the 
financial and the concerns about self-dealing. After all, the great Canadian 
concern has always been about shortage of capital to develop our Canadian 
institutions. Now we are saying to elements of the financial industry, '"'You 
cannot have access to pools of Canadian capital,'' because somehow there is a 
danger in having access to Bell Canada's capital or CPR's capital. That is an 
argument I do not buy. But I am probably in a minority these days, because it 
has become an emotional sort of argument. It needs a good deal of analysis. 


Miss Stephenson: As you say, the argument has been fed primarily by 
very dramatic narratives which emanate chiefly south of the border, and 
everyone does become somewhat coloured in his thinking about it. 


Mr. McFadden: Plus the recent problems with Seaway, Greymac, CCB and 
Northland have blown all this up. 


Mr.-Beck: But it is no different here from what has happened in the 
United States, or in the United Kingdom with the Lloyd's scandal. Every 
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country will always have its dramatic financial frauds. But you should not set 
broad, national economic policy on the basis of the single fraud or on the 
basis of anecdotal evidence. I worry that is happening too much in this 
country today. 


Miss Stephenson: Would you agree that it is inappropriate to attempt 
to draft legislation to look after the very dynamic and visible pirates who 
arrive about once a century, because we would probably suppress the potential 
for growth within this country if we attempted to do that? 


Mr. Beck: Yes, I agree very much with that. 
Mr. Foulds: Which pirates are you talking about? 


Miss Stephenson: There is one wham I think you know very well whose 
name you have mentioned several times--not his name but his cousin's, who 
comes from David's area. James, you are out of it today. 


Mr. Chairman: Any further questions? 


Mr. Ferraro: One question. Mr. Beck, could you comment or make a 
very general statement? In the past 10 or 15 years, one of the pillars, the 
life companies, essentially is out of consumer lending. I am not saying there 
is not enough competition among the trust companies and banks now, but I am 
talking about mortgages specifically. They were never in consumer loans, and 
maybe they are not allowed to be. Basically, my understanding is that 
insurance companies are into the bigger stuff. They might share in a 
$50-million mortgage or something like that, for a piece of the action. Did 
their attitudes change purely as a corporate strategy, or did the government's 
restrictions not entice them to stay in the consumer lending field? 


Mr. Beck: I am not very well informed on that. I did not even know 
that the insurance companies--were they ever in the consumer lending field? 


Mr. Ferraro: Through mortgages they were, quite heavily. 
Mr. Beck: Through mortgages. 


Mr. Ferraro: Fifteen or 20 years ago. You used to be able to get 
25-year term mortgages. 


Mr: Beck: I do not know the answer to that, unless again it was the 
change in the Bank Act and the inability to compete head on with the banks. 
The big-ticket lending is the more profitable; it is easier to do. They are 
very active in that and want to make sure under these rule changes we are 
doing that they stay in that business. We have no intention of changing that, 
because they are major financiers of the economy. 


Mr. Ferraro: There is one other question I just thought of, and it 
goes back to something you said earlier. I totally agree that the schedule B 
banks have saved consumers billions of dollars. I will draw my own analogy 
here. In Guelph, for example, or even in the smaller communities in parts of 
this province, you still have access to only five major banks and, if you are 
lucky, two trust companies. Is there any move afoot to give schedule B banks 
more exposure in that regard? In other words, it is fine in Toronto; Toronto 
is almost an entity unto itself. If you go to a small town, the manager of the 
Toronto-Dominion knows you as well as the manager of the Royal Bank, and these 
guys have beers together and you cannot get a free lunch from anybody except 
the Salvation Army. 
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Mr. McFadden: I think it would be accurate to say the same thing 
about the Bank of Commerce. 


Mr. Ferraro: I am sure they do. 


Mr. Beck: That is really a question for the federal government, in 
terms of bank policy. Someone who may know can correct me, but I believe the 
schedule B banks are limited to six retail branches. 


Mr. Ferraro: And usually in Toronto-- 


Mr.-Beck: As I understand it, Citibank is the only one that has 
started that. I have seen two or three in Toronto. Whether they are planning 
some for other major centres, I do not know. They are the only B bank I know 
of that has gone into retail banking. I believe six is the number--I could be 
wrong, but it is a very limited number--and that is federal policy to preserve 
the retail banking area for the A banks. 


Of course, the rise of the large trust companies and their very 
aggressive deposit taking and mortgage lending has probably changed things in 
those communities. It is not just your friendly banker any more; Royal Trust 
or Canada Trust are there and are very competitive. That has been healthy. 


15:00 


Mr. Chairman: What are the roles of the merchant banks in securities 
underwriting? 


Mr. Beck: The most difficult thing in the world is to define a 
merchant bank. They are advisers, they themselves find money and act as 
agents, and they themselves will take a position in securities. They are 
really backup or ancillary. Merchant banks do not usually underwrite directly 
or trade directly with the public, but they can play a very important role in 
facilitating that for an issuer. 


Mr.-Chairman: Do you control them? 

Mr: Beck: We will be controlling them to an extent under the new 
rules. Part of what we are doing is moving to what we call a universal 
registration system; that is, all those who are engaged in securities 
activities will have to be registered with us in one way or another. It might 
not be the full panoply of registration that applies to a full-service dealer, 
but it will be registration that is appropriate to their level of activity. 

Miss Stephenson: Is the blue line functioning at present? 

Mr. Beck: Yes, it is functioning. 


Miss Stephenson: You are responsible for that area of function, are 
you not? 


Mr. Beck: Yes. 
Miss Stephenson: Under what rules? 
Mr. Beck: What sort of constitutional authority? We say they are 


there in the securities business. It does not make any difference if it is a 
bank or if it is going to offer a securities business or trading function to 
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the public; they have to be registered with us and we have to be satisfied of 
the competency of those who are offering the service, and the trades have to 
be put through a full-service dealer. 


Miss Stephenson: Has that role shown any great deal of expansion for 
a few years? 


Mr. Beck: I do not believe so. 1 do not think it has been hugely 
successful. It is growing, but quite slowly. How hard the Toronto-Dominion 
Bank has pushed it, I do not know. I do not get the impression they have 
pushed that hard. The Royal Bank has announced recently that it is going to go 
into discount brokerage. 


Miss Stephenson: Is that the blue bank, the blue line? 


Mr. Beck: I do not know; it might be. They have been very quiet 
since they made the announcement, which is almost six months ago now. 


Inter jection. 


Miss-Stephenson: No. It has to be the blue one because the maroon 
one has to be the Bank of Montreal. 


Mr. Chairman: Are there any other questions? I appreciate very much 
your coming here and imparting a fair amount of knowledge to us. Obviously, 
this is a difficult question for some of us to grasp. I hope we can count on 
your continued help if we have to come back to you. 


Mr. Beck: I will be pleased to offer any help 1 can or to come back. 


Mr. McFadden: I had Mr. Beck teaching tax law back in 1968-69, and 
he speaks with the same precision and erudition as back then at Osgoode. 


Mr.-Chairman: He has not changed at all. 

Mr. Beck: There are only certain things for which I can be held 
responsible. I also had the pleasure of teaching the chairman, actually, at 
Queen's University. 

Mr. Chairman: Before we break we have some housekeeping matters. We 
do not have a vice-chairman at the moment, and I thought it might be 
appropriate to-- 

Mr. Haggerty: We have got enough vice around here. 

Mr. Chairman: We have enough vice around. We are learning all about 
vice. But it might be appropriate, especially with the chairman--for one 
thing, I will not be able to be here tomorrow at 10 o'clock; I will be coming 
late. I would like someone to move that we elect a vice-chairman. 


Mr. Haggerty: I move that the member from Wellington South be 
nominated as vice-chairman. 


Inter jections. 


Mr. Chairman: It means you have to be here at 10 o'clock tomorrow 
morning. 


Motion agreed to. 


The committee adjourned at 3:05 p.m. 
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The committee met at 10:15 a.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


The Vice-Chairman: Ladies and gentlemen, maybe we can get the 
deliberations under way. The chairman, David Cooke, fully intends to be here, 
although somewhat late. 


Let me initially, on behalf of the committee, welcome Mr. Eyton to the 
committee. Certainly, anyone who reads the newspapers or magazines is familiar 
with J. Trevor Eyton. Let me as well, on behalf of Ontario, thank you very 
much for attending without any remuneration. I am not sure we could not afford 
your salary. For the benefit of the committee, Mr. Eyton will initially make a 
short--very informal, I suspect--statement and then open it up for questions. 
Mr. Eyton, I wonder as well whether you might introduce your associate. 


BRASCAN LTD. 


Mr. Eyton: Thank you, Mr. Chairman and members. We are pleased to be 
here, and I am-happy that I am not being paid anything. It seems to me I spend 
much of my time these days working for nothing, and I am happy to be here this 
morning. 


Mr: Ashe: When do we get the violins? 
Mr. Eyton: I feel badly about it, even if you do not. 


I understand Mike Cornelissen and the Royal Trustco people appeared here 
yesterday. I do not have a formal presentation. Bob Yeoman, my associate at 
Brascan, who is vice-president of corporate development, and I are here. I 
thought I would lead off with just a few remarks and then open myself up to 
questioning. I may from time time confer with my colleague if it is something 
I cannot answer out of my own knowledge. 


First, I have read the Royal Trust paper and the presentation given by 
Michael Cornelissen yesterday and 1 endorse that. It does represent and is 
built on business principles we have within our group. The facts, the 
principles, the arguments, the submissions and the conclusion are things I can 
wholeheartedly support. 


Second, I want to emphasize one of his major points, that is, the 
competitiveness in Canada, particularly as it relates to financial 
institutions. Mr. Cornelissen in his paper talked about relative size, and he 
measured relative size in world terms where, by any measure, I think our 
institutions are smaller and in some cases very small. He went on to measure 
in relative size domestically our domestic markets. Again, it is quite clear 
that in relative size, in terms of the companies within our group, they in 
every case represent very small percentages of the various markets in which 
they participate. 


F-2 


I throw in an addendum there, that surely the appropriate measure to 
take is the particular market that they are talking about, whether it is the 
mortgage business, the deposit business or any one of the other businesses 
carried on by the financial services business here in Canada and, more 
particularly, in Ontario. In every case, it is exceedingly competitive, both 
from the international and national groups. Every product and every service 
itself is exceedingly competitive. The rate of change is extreme, and indeed 
the only way in which our companies can compete effectively is to develop new 
product, develop better services and to get those out to the Canadian 
consumers effectively, efficiently and at a very good cost. 


It is a market that measures itself really not even day by day but hour 
by hour. You have to be on the money. There is no question whatever that the 
Canadian consumers and Ontarians are well served by the financial services 
industry, the financial institutions, here in the province. They have many 
more services today than they had just a few years ago and at better cost. I 
think it is a result of the competitiveness and, in particular, it is a result 
of new interest in the field, both internationally and with the revitalized 
trust companies which have come along in recent years and all the other 
competitors in the field. 
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Third, I want to stress my personal conviction that a major shareholder 
brings significant values to any company. I know we are speaking here about 
financial institutions, but I will make it a broad principle. A major ~ 
shareholder is always beneficial to a corporation or a business. 


That applies in our case. I can speak, of course, with best authority 
about our own involvement. From the evidence and from the record, it is clear 
that our presence in the many companies we have been involved in over the 
years has always been beneficial. It has always made management more 
accountable. It has always allowed them to invest more in research and 
development, in capital expenditures of one kind or another and in the 
merketing, in effect, making them better than they were before. 


Part of that, I think, is due to the business principles we developed 
long before the current debate on Canadian financial institutions. Our 
business principles have been baggage for us for about 12 or 13 years, and our 
business principles were really developed, given the nature of our own talents 
and abilities. In one way or another, those business principles are reflected 
in the presentation Royal Trust made yesterday. 


The first business principle is that we believe in widely held public 
companies. This goes back 10 or 12 years. We defined this to mean that our 
shareholding should be 50 per cent or less of the public companies in which we 
are invested. Putting it another way, the public should be our partner and 
should own 50 per cent or more of the companies in which we are invested. 


We believe in effective shareholder representation. It may sound trite. 
I know there are many boards populated by many directors who, on the face of 
it, are seen to be independent directors, and sometimes are. But it will not 
be a surprise to anybody that very often public boards have not operated as 
effectively as they could. In fact, the board acts as a kind of servant to the 
chief executive officer and the management of the companies they serve. Their 
appointments quite often have more. to do with a customer relationship, a 
supplier relationship or a friendly relationship with some of the other 
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members of the board--the chairman, the chief executive officer and so on--and 
those do not work very well. 


Part of ensuring that we have appropriate shareholder representation and 
truly independent directors is a value of instilling cumulative voting in our 
companies. I will give you an example. Cumulative voting is a process whereby 
a five per cent shareholder in a public company with 20 directors--i.e., each 
director in a way represents five per cent of the shareholdings--can always 
ensure that he can nominate a director to a board. That is the first 
principle. In our companies we introduce cumulative voting. 


We go beyond that to look for major shareholders. Whether they are 
hostile or not, we would like them to come to the board table, sit with us and 
do two things: perfomn as directors and take on the responsibilities that all 
directors have, including the representatives of the major shareholder; and 
second, monitor the major shareholder and make sure the major shareholder is 
acting honestly, fairly and in the best interests of the company. By 
“company ,'' I mean the company in all its constituents. That includes the 
employees, the communities where they are involved, shareholders, suppliers, 
customers, financiers, everybody. 


We have brought a special pressure to bear on the directors, whom we see 
as independent directors. We insist that they be independent and we give them 
lots of timely information. Our presentations within the group of companies 
are full and they make an effort to understand the presentations and the 
issues that are involved and to give it a truly independent review and 
approval. 


As a subpart to that, we have never inflicted a majority decision on any 
of our boards or on any of the managements we are involved with. We operate on 
the principle that if we cannot, it does not make sense. If we camnot sell it 
as a worthwhile idea that is good for the company and all its constituents, 
then it should not be done. We may retreat and come back again, fix it up and 
make sure it is a little better, but we do not inflict majority decisions on 
either our managements, which are autonomous, or on the boards, which are 
comprised in the way I have described. 


I was talking about the role of the major shareholders. As I say, I see 
it as always a positive influence. I suppose the exception is if you are 
wicked, criminal or badly motivated, then perhaps not. But as I say with the 
majority shareholder represented and with truly independent, hardworking, 
informed directors, you have a check and balance that ensures that is not 
going to happen. 


That brings me around to the point that the 10 per cent ownership limits 
or other ownership limits, the percentage limits that have been suggested now 
and then by various people and by some of the committees that have looked at 
the question over the last several years, do not go to the issue, are not 
effective and, if applied retroactively to us, are simply unfair. 


I want to remind you that the first ownership limit applied as far as 1 
know in the financial institutions business was in our chartered banks. That 
10 per cent limit was introduced and had nothing whatever to do with 
conflicts. A very senior Canadian banker once told me he had played a very 
important part in bringing about the 10 per cent ownership limit. He had gone 
to Ottawa and been at the forefront of the fight for that legislative 
amendment, and it was there really to protect the managements of the banks 
from changing control. 
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In particular, there was some threat that foreign banks, particularly 
some based in the US, were going to or wanted to increase their ownership 
interest and therefore their voice in some of our Canadian banks. He 
characterized the 10 per cent ownership limit as one that might be good for 
bankers but not necessarily for banks. 


I think that catches the flavour of that 10 per cent limit. Basically, 
it is irrelevant to the issues you are discussing. Most recently, the Blenkarn 
committee in Ottawa recommended a range of ownership where the greater the 
size of the assets controlled, the lower the permitted ownership limit. It got 
down to a 10 per cent ownership limit. 


I will go back a little in history now. For more than 10 years, we have 
had a 20 per cent interest in what is now the Continental Bank. At the time we 
made the investment, the Continental Bank was a finance company, in fact, the 
leading finance company in the country. We made the investment, thinking we 
were buying into the premier finance company. It was only after we made our 
investment that management and the other directors, not including our nominees 
because we were neutral on the subject--neutral to negative, I suppose would 
be a better description--decided to convert to a bank. It was a small bank and 
it was a different kind of competition. Going from the best finance company to 
one of the smaller banks represented-- 


10:30 
The Vice-Chairman: Is that IAC? 


Mr. Eyton: Yes. It represented a whole new culture, a whole new set 
of competitors and it was tough sledding. 


What we found is that we had a 20 per cent stake in a finance company 
which, because we were there before it became a bank, we were permitted to 
keep. We were not particularly enthusiastic about it, but I can tell you that 
we were urged by the regulatory authorities in Ottawa and by the management of 
the Continental Bank to keep our stake. They wanted us there and they wanted 
us there as a sponsor. In the years since then, it has rum into some problems 
that they have managed very well, but in every case we were urged to hold our 
investment. In fact, I think it is fair to say our nominees played an 
important role in the bank to make sure that it carried on, met its 
responsibilities, that it was competitive and it carried on a proper banking 
business. 


That is a long-winded way of saying that in our experience, and the 
situation would apply exactly in a situation like Royal Trust, the major 
shareholder, who we think is important, is the sponsor and has the major 
responsibility for ensuring the success and ongoing viability of the 
enterprise. At the same time, we come to that, saying in a company of that 
size and of that importance, and I am talking now of Royal Trust, we should 
limit our shareholding to 50 per cent or less and the public should be an 
owner of 50 per cent or more of the company. That way the check and balance 
will work. 


However, in doing that, we limit the upside potential, the investment 
potential, to only 50 per cent of the good stuff. In effect, Royal Trust 
performs exceedingly well and Royal Trustco today is the best performing 
financial institution in the country. When it performs well, it means that we 
have made a major commitment in people, money and effort, but we get only 50 
per cent of the upside. 


F-5 


On the other hand, if Royal Trust went badly, and here I draw on our 
experience at the IAC Continental Bank, when things go badly, you get 100 per 
cent of the downside. We can live with that. We can say, ''Heck, 50 per cent is 
at least a partnership."' There are lots of other good reasons why 50 per cent 
is suitable. It makes it a widely held public company, and that gives it many 
benefits in terms of autonomy, better management, profile, marketing, 
financing, all sorts of things; so that 50 per cent is okay. 


We can live with 50 per cent of the upside and 100 per cent of the 
downside, but particularly when you attempt to do it retroactively, I can tell 
you we would not live with a game plan where we are the major shareholder and 
we have 10 per cent or 20 per cent of the upside and 100 per cent of the 
downside. There are just better things to do. You recognize the ma jor 
commitment we have made in people, money and just general effort to make sure 
that Royal Trustco was, as it is today, the best performing financial 
institution in the country. 


I guess you all know we have been at Royal Trustco for a little more 
than four years now. There is no question that four and five years ago Royal 
Trustco had lost its way. It was not keeping up. It was not competitive. 
Morale was low. Employee dissatisfaction was high. It was losing customers to 
the hot competitors coming on and offering them new products and services. Al] 
that has changed because of the major commitment. So I say, especially 
retroactively but in any event, we would not be prepared to maintain that kind 
of interest, support and sponsorship to ensure that kind of performance and 
that kind of delivery to the Canadian public in circumstances where we had 20 
per cent of the upside and 100 per cent of the downside because, as I say, 
that is the way it works. In the real world, that is how it works. 


I was mentioning just a couple of our business principles. The others I 
will refer to quickly, because my few words seem to be enlarging themselves. 


The others I will refer to are management accountability--and that comes 
about because of a balance on our boards of major shareholder directors and 
independent directors--and a demand that we have quality information going to 
the board in a timely way. Again, that often is not the case in Canadian 
companies, even in larger Canadian public companies. 


Generally, the directors' role is to participate in major strategic 
initiatives and to contribute to succession planning and the selection of 
senior managements. That means getting good people and making sure there is a 
real placement. If your chief executive is not working properly, the board has 
the responsibility to make sure he is replaced with someone who can perform. 


I want to say that our success over the years has come about because of 
the quality of the companies in the group now--they did not necessarily have 
that quality when we got them--and, in particular, the quality of the 
managements. We think we have a collection of chief executive officers who are 
autonomous. They run their shows, their operations. We think they are equal to 
any group anywhere in the country. 


You may be interested to know that Mike Cornelissen was in the group. He 
was number two at Trizec Corp., our major real estate company. He was drafted 
by all the directors at Royal Trustco. In fact, the suggestion that he come as 
chief executive officer was made by one of the independent directors. I am a 
little reluctant to confess that it was neither my idea nor that of any of my 
colleagues. The directors knew Michael Cornelissen because he was on the 
board. They saw the quality and they wanted him to come. We saw the wisdom in 
it and supported it, and his record is truly exceptional. 
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Going back to the directors' role in the strategic initiatives, 
succession planning and selection of senior managements, importantly, it is 
assessing management's performance against realistic business plans and fairly 
rewarding special performance. That again is somewhat unusual. We require a 
strategic long-term plan and a business plan each year. We measure the 
directors’ performance against the plan and, of course, against the 
performance of their peers in the industry. 


Our cash compensations are low by industry standards, but we force our 
senior managers to own a lot of stock in the companies they manage, and they 
have to buy it. They have to be at risk on the thing. Mike Cornelissen has 
more than $2 million worth of Royal Trust stock, but he had to buy it. There 
were no fancy options. He has the stock and he has performed well. He has done 
well, and God bless him for it, but so have the other shareholders. Had it 
gone badly, it would have impacted on Mike. God knows what would have happened 
to him, because it was a lot of money for him to owe when the obligation was 
incurred. 


Last, we consider it the director's job to safeguard shareholders' 
equity interest. That is something that does not always apply. For example, it 
does not always apply in some of the major chartered banks in Canada, which 
are widely held and where there is nobody specifically looking after 
shareholder interest. A measure of that may be the market assessment. The 
market is awfully good at looking at shares and their value. 


Here is another fact for you: Royal Trustco shares traded in the market 
at about three times book value. Five or six of the chartered banks in 
Canada--we are talking now about the major banks--trade at less than book 
value. I will ask you a question. Why is it that Royal Trustco shares trade at 
something like three times the basic price of the shares of the chartered 
banks? I think one of the reasons is our concern for shareholder values, and 
with it the implications for ongoing good financial health for our financial 
institutions. 


10:40 

I have talked to you about what I think of as the positive side, the 
good side. I recognize that in businesses, in the widely held public companies 
in particular, you have to play according to certain rules. You have to be 
fair and you have to be seen to be fair. One of things you have to ensure is 
that the major shareholder does not take advantage of his position as major 
shareholder. That especially applies to financial institutions. 


I have mentioned the role of independent directors and the heat we put 
on them to perform as true independents. Beyond that--and again, I am happy to 
say, preceding this debate on financial institutions and their proper 
governance here in Canada--we developed the concept of the business conduct 
review committees, originally for our financial institutions in the group. In 
the past year we have considered it such a good idea, and something that is 
reassuring, that we are introducing it now to all the companies in our group, 
so all the public companies will have independent directors who have a 
specific responsibility to monitor any transactions, any business that is done 
with that company and any of the other companies within the group. I do not 
mean to say it is a great mass of business, but even occasionally we thought 
it was a useful device to have. 


I am sure Michael Cornelissen talked about the business conduct review 
committees. At Royal Trustco we started it about three years ago. I do not 
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claim it is perfect yet, but it is a long way along; it is probably at 75 or 
80 per cent of potential. At the same time, I think it is light years ahead of 
any self-governance mechanism for other companies, including financial 
institutions, in this country. 


The business conduct review committee looks at all related-party 
transactions; that is its responsibility. All its members are independent. 
They have their own legal counsel. They have direct access to the auditors of 
the company at call. They have the same kind of access to all the senior 
managers. They have the same kind of access to all the records of the company. 


There are mechanisms within the company, including a mechanism in the 
investment committee, such that all transactions which fall within their 
purview are automatically referred there. They make their decision. As I say, 
it is an independent one. They can do it with people present or not. 
Ordinarily, no one else is; it is just the members of the committee. Their 
decision cannot be appealed. That is it; it is gone. 


We are going beyond that. Next year in our annual reports we are 
including a section that is going to feature the business conduct review 
committee. We are going to picture them so they will be even more aware of 
their responsibility. We are going to include their charter; that is, what 
their function is. We are going to include a report on how they have 
discharged their responsibility and their functions for the year in question, 
and they are going to sign it off. In that sense, what we are doing is the 
same process I talked about before. We are forcing them to consider their 
independence and their responsibility. 


More recently, and in answer to some of the queries and concerns of 
regulators, we have said--there was never any reservation about it on our 
part--that regulators could and should have direct access and perhaps direct 
reporting between business conduct review committees and the regulators. It 
seems sensible and doable. 


We see no reason that the regulators could not in some way confirm or 
approve membership on the business conduct review committees. We see no reason 
that a regulator, at will, om a regular or random basis, could not sit in and 
listen to the deliberations and the decision-making of those committees. We 
see no reason that those committees should not, as a matter of course, provide 
minutes of their meetings to regulators so there is an ongoing information 
exchange, and we see no reason that those committees could not file those 
deliberations in some public place so they are open for public scrutiny and 
inspection. 


I can report that the few regulators I have talked to about it have seen 
it as a positive from two points of view. First, they see the business conduct 
review committee and the members as a kind of addendum to their own office, 
one that is operating without public expense and does not cut into their 
budget. Second, they recognize that there are always limits to what regulators 
can do. You cannot have enough regulators with enough budget and enough time 
to cover every conceivable transaction, and the system I was describing of 
strict and tough self-governance was one that fitted nicely, as long as they 
were informed and had an opportunity to speak directly to members of the 


_ business conduct review committees. 


It is working well at Royal Trustco, but it is not perfect yet. We are 


working on it. It is still a new concept. It was a concept that was 


specifically blessed by the Senate banking committee in its report. It has 
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been blessed by a number of the regulators I have talked to who have seen it 
as a way in which they can reconcile an ongoing major shareholder, which is a 
historic fact today, with the benefits that brings and the balance of 
independent directors and mechanisms where the independent directors could 
express themselves and monitor the related-party dealings that might occur 
within a group. 


Those are my preliminary remarks. They went on far too long, but I 
believe them and I wanted you to hear them. 


The Vice-Chairman: Thank you very much, Mr. Eyton. I know the 
committee enjoyed the informality of the way you presented it. I am sure it 
spurred many questions. I found it very interesting. 


Miss Stephenson: Can you tell me whether you believe there is a 
direct relationship between size of the holding of the major shareholder and 
the effectiveness of the management which you say is induced by a major 
shareholder? I heard you suggest that a 10 per cent major shareholder would 
not be as effective, but you believe that at 50 per cent you are effective. Is 
there a cutoff point? Is there a direct relationship? Is there a way in which 
we can say there is an optimum situation? 


Mr. Eyton: I was looking at it from an investor point of view as 
opposed to effectiveness: what percentage has an appropriate voice to make 
management accountable and better. 


Miss Stephenson: If you are going to do that, give me a criterion of 
effectiveness. 


Mr. Eyton: It is accountability--making management accountable. The 
trouble with widely held companies, for the most part, is that the chief 
executive officer is accountable to no one. 


Miss Stephenson: It sounds like government. 
Mr.-Eyton: You said it. 


Miss Stephenson: Except every four years, there is some chance for 
somebody to make a decision. 


Mr. Foulds: Or every 42 years in this province. 
Mr. Eyton: I will not get involved in that. 


I do not mean to say that widely held companies are always badly 
managed, because some are well managed, but in my mind it is the accident of 
an exceptionally fine executive who challenges his board to perform properly. 
There is nothing like a vested interest of a major shareholder. If you have a 
large shareholder in a company, then you want to ensure that the investment 
delivers for you. The only way you can do that is to make sure you have the 
right kind of manager and there is the right kind of accountability. 


Our major banks would have benefited from one or two major shareholders 
over the recent years. Some of the expansion, some of their lending practices, 
particularly some of their foreign loans where they were building assets and 
building size and measuring one another in an asset way, would have been more 
judicious or more careful had there been someone at risk. The difficulty was 
that, for the most part, the people making the decision had very few shares in 
the company they were managing. If you look at the shareholdings of the chief 
executives of our major banks, they are tiny. 
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Miss Stephenson: Is there not some morality or ethicality which we 
demand of directors that ensures they are going to be concerned about what 
they are doing? 


Mr. Eyton: There is, but it takes more than going to four or six 
meetings a year as a director. You may be a good performing director, but you 
have to be challenged. For example, on a business conduct review committee, we 
recognize we are making them do a lot more work. 


Miss Stephenson: Is that bad? 
Mr. Eyton: We are going to have to pay them for it. 


Miss-Stephenson: Surely there is a responsibility of directorship 
which requires of the individual director a commitment to a balance of service 


as far as that role is concerned, and the service is to the function and 
effectiveness of the structure for which he or she is responsibile. 


Mr. Eyton: That is okay in theory, but I can tell you that where I 
represent a 40 per cent interest in a company, I can and must afford the time 
to make sure that 40 per cent is well managed. I can afford it to a far 
greater degree than an ordinary director who has no shares and represents very 
little investment; he has 100 shares or so. He is generally a chief executive 
or something of his own company. He has that corresponding responsibility 
somewhere else. He does not have the time. There is nothing quite like-- 


Miss Stephenson: Maybe you had better look at people who have some 
time then. 


Mr.-Eyton: Everybody is busy. 


Miss Stephenson: Yes, everybody is busy. Tell me how many 
thoughtful, knowledgeable academics are members of boards of directors of any 


of the Edper group. 


Miss Stephenson: Have you any idea? 


Mr. Eyton: We have some, sure, and it is an increasing trend both 
within our group and without our group. 


Miss’ Stephenson: How many women who have some responsibility in some 
direction are members of boards of directors? 


Mr. Eyton: A fair number; and again there is an increasing trend 
both within our group and outside our group. It makes great sense. It is 
changing, but those women are very busy. Just because you get an academic, the 
academic is busy, and so are the women. 


Miss Stephenson: You do not accept that responsibility, however, if 
you feel you cannot discharge it. 


Mr. Eyton: It is more a matter of time and concern. Being an 


_ effective director, according to the usual rules, means you go to six or seven 


_ meetings a year and you prepare for those. You read your material and you 


_ prepare for them, but you cannot spend the amount of time to understand what 


_ is going on week to week and month to month. To justify that in economic terms 
| - 
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and to set aside the management time, there is nothing quite like self- 
interest, to say: "I have $100 million invested there. I have to be sure it is 
okay." 


Miss Stephenson: It is a great motivator, but it is not the only 
motivator. That is one of the problems. 


Mr. Eyton: I do not say it is the only motivator. There are 
exceptions. There are widely held companies that operate well and where the 
board works well. But if you want a guarantee, give me somebody with a 
significant investment relative to his net worth and he is going to be there 
and working hard and seeing the investment is well managed. 


Mr. Yeoman: I was with the old Brascan when it was widely held. 
Obviously, I am still with the new Brascan, but as a controlling shareholder. 
From my experience, when that controlling shareholder comes on board, to use a 
phrase, there is a tightening in the organization. I say ''tightening."' A 
symptom of the tightening might be less use of consultants and more use of 
your own skills. We would not rule out consultants now, but more is expected 
to be done by an employee himself instead of engaging a consultant to do work 
that could legitimately be the responsibility of that person. The individuals 
develop more of their natural talents. 


This has been my experience of having a controlling shareholder and not 
having a controlling shareholder, if that adds something to the discussion. 


Miss Stephenson: Personal experience is always useful in terms of 
example. I agree there is nothing quite like vested interest to ensure a very 
high motivation and I know a little about vested interest. However, I have to 
tell you that around this place vested interest is a dirty word and one does 
not use it with any degree of levity or even with any major degree of lack of 
concern for the activity that is involved. 


What I am trying to find out is, you say that 10 per cent is not enough 
and you think 50 per cent is a reasonable amount. In between there must be a 
figure that appears to the public to be a bit less entirely in the 
self-interest of the major shareholder. I think that is what has been 
suggested in the past by those who have made presentations regarding the size 
of the holding of the major shareholder. Is that important? Is it simply the 
motivation that is inspired by being a major shareholder? If that is so, it 
seems to me that the amount does not necessarily follow. Mr. Eyton says it 
does because it depends on your personnel. 


Mr. Eyton: That is from an investor point of view. We really come 
from the principle I talked about earlier; that is, our company should be 
widely held. Then we ask, "What does it take to be widely held?"' For example, 
in our view a company that is owned 85 per cent by a single shareholder is not 
widely held. There is not enough constituency or enough public ownership to 
make it so. 


Miss Stephenson: You would probably agree that there are some 
narrowly held or closely held institutions in the financial area that probably 
perform as well on behalf of shareholders and as well on behalf of the 
depositors, which has to be another concern of those who are responsible for 
these companies, as does yours. 


. 
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Mr. Eyton: There are exceptions. 1 always think that is due to an 
exceptional chief executive who happens to be there. Sometimes he knows the 
right guy and he operates according to the same rules. All I am adding is 
another level of accountability. Managers have to be accountable to someone. 
Occasionally, you get an exceptional fellow who does not need that extra level 
of accountability, if you want, that insurance policy. In general terms, if 
you can make managers more accountable, you are safer and better regulated. 


Miss-Stephenson: I would think accountability was necessary in all 
situations whether-- 


Mr. Eyton: Except that chief executives without any stake in a 
company are not accountable tc anybody. They only have to go home and look in 
the mirror. 


Miss Stephenson: You make me absolutely petrified about ever 
considering investing in any company in Canada when you say that a widely held 
company has a chief executive officer who is never accountable to anybody. 


Mr. Eyton: He is not accountable except to himself and perhaps his 
own management team. If they are splendid people, and many are, that is fine, 
but there is not that extra, if you want, insurance that someone is looking 
over his shoulder and saying, "I do not like the way things are going," or, "I 
differ on this, and why do you not hold up or go to this over here?" It is 
extra insurance. With really superb people, you do not need it, but when 
people get a little off the track, you do. 


Miss Stephenson: Do you suppose it is a multiplication of my kind of 
apprehension that makes Canadians so reluctant to invest in Canadian business? 
You are not helping right at the moment. I hope you are going to say something 
shortly that is going to reassure me. 


Mr.-Eyton: No. What happens is that analysts look at whether the 
management is there, whether or not there is a major shareholder, and they 
make their judgements. Our companies have all done well. It has more to do 
with the managements than with us as a major shareholder, but we introduce 
another level of accountability. We believe that is beneficial, given the 
rules we operate under. 
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The Vice-Chairman: 1 do not want to interrupt this debate, but I am 
just wondering-- 


Miss Stephenson: That is all right. I just have one minor question 
and Mr. Eyton can probably answer this with yes, no, or two words. Sir, is it 
Brascan Ltd. or Brascan Holdings of which you are the chief Pooh-Bah? I am not 
really sure what I should call you, chief executive officer, chairman of the 
board or the-- 


The Vice-Chairman: President and chief executive. 


Miss Stephenson: Thank you. 


Mr. Eyton: Yes. I am president. The public company is Brascan Ltd. I 
am president of Brascan Holdings as well, but that is only the company that 
owns the major shareholding in Brascan Ltd. 
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Mr. Haggerty: I want to direct a question to Mr. Eyton. Looking at a 
flow chart of Edper Investment Ltd., there are about 400-odd companies 
affiliated with the large investment corporation. How many of these have been 
obtained through a takeover? 


Mr. Eyton: I do not know. We might have to look at it and go down 
them individually. I am not sure what you mean by ‘'takeover’' as well. I will 
give you an example. Trizec was owned by an English property corporation. The 
principals came to us and said they had some concerns about the Canadian 
management. They felt remote based in London, England, and they wanted someone 
close to management to ensure their good performance. We negotiated with them 
an arrangement under which we, in effect, bought shares from them and we 
became partners, but we had control. We went into Trizec and assessed the 
management, made some changes and, of course, Trizec has been a star performer 
since then. Takeover engenders the impression in newspaper articles and-- 


Mr. Haggerty: A merger or takeover. 


Mr. Eyton: In most of ours, we are greatly in favour of, if you 
want, friendly takeovers. We are disinclined very much to participate in 
hostile takeovers, simply because the price gets silly, the effect on the 
management is often horrendous, there is tremendous dislocation, there is an 
absence of continuity and all those things. So we have engaged in very few 
hostile takeovers. 


The only one worth commenting on is at Brascan itself in 1979. We were 
successful in that. But even there, believing as we do in continuity, because 
it was vigorously contested and because a lot of allegations had been made by 
the incumbents that we thought were untrue, we insisted on having a majority 
of the board. It is very rare for us. Generally, we have a minority and often 
a very small minority on boards. In that case, we insisted on having 10 of 19 
directors, or nine directors continued, and we named 10. That is the only 
hostile takeover we have been involved in. The others have been by invitation 
or by negotiation on a basis that was acceptable to the other shareholders and 
their managements. 


Mr. Haggerty: The largest number of takeovers of another company, or 
firm or whatever it may be, is done by negotiations, and you prefer that 
process rather than taking the harsh terms to obtain-- 


Mr.-Eyton: We do not believe in that. Sometimes you have to fight. 
Sometimes you have to stand on principle and say, "If I do not stand up, I am 
going to pay for it in the years ahead, because you will find a whole series 
of people will do the same thing. You need enough respect. In principle, we do 
not approve of hostile takeovers. 


Mr.-Foulds: How many did you say? 
Mr. Eyton: I do not know. 


Mr.-Haggerty: I have just one more question for clarification. 
Yesterday the president of Royal Trustco discussed in some detail the global 
investment of Royal Trustco offshore--say, in Switzerland, England and other 
places. I notice that under your chief executive office you deal more in the 
resource industries, such as mineral ana forest. 


What are your feelings or viewpoints on the matter I am looking at, in 
particular the one dealing with MacMillan Bloedel Ltd. and Northwood forest? 
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What is your feeling on free trade with the United States in this area? I 
understand the forest industry is having some difficulties now in exporting to 
the United States. What are your views on this area? 


Mr.-Eyton: No doubt it is probably just a threat of a difficulty, 
and I guess they are working on it very hard. 


To come back to Brascan itself, I have an involvement in the other 
companies. I also have a position. I am president of Edper Investments, which 
is a family company, so that I have an involvement in the other companies as 
well. 


At Brascan we have three areas of activity. One is financial services. 
Our proxy there is Trilon Financial Corp., and one of their investments is 
Royal Trustco, where they own a 50 per cent interest. I know Mel Hawkrigg, the 
present chief executive of Trilon, is going to be appearing here in a few 
days, and he will have the story. The first is the financial services. 


The second is consumer products. It is a general category, and that is 
represented by John Labatt Ltd. John Labatt, of course, is in the beer 
business--we all know that--the dairy business and a variety of other consumer 
products both in the United States and Canada. 


The- Vice-Chairman: The dome business. 
Mr. Eyton: We are not sure about that. We are still negotiating. 
Mr. Foulds: At least the baseball business. 


Mr. Eyton: The baseball business, yes. The third is natural 
resources, and that would be oil and gas, mining, forest products and some of 
what I would call mid-range, mid-technology manufacturing businesses. 


Mr.-Haggerty: You do not have time to sleep, do you? 


Mr. Eyton: Oh, no. Our secret is that we find wonderful people, and 
I could go through the people who manage these. They ere all household names. 
The reason they are household names is that they are independent, they have 
their own profile, they are chief executives at widely held publicly 
companies, on the rules I described, and they are there. Peter Widdrington at 
John Labatt runs the show. I have to tell you that if he did not consider that 
he was autonomous, we would not have Peter Widdrington; he would go somewhere 
else, because he is the kind of executive with the kind of talent who wants to 
run the show. We could not keep him. 


Mr. Haggerty: I did not get my answer on free trade. 
The Vice-Chairman: Maybe we can come back to it. 


Mr. Eyton: Let me do that; I can do it quickly. 1 think that 
Canadians, again in their own vested interest, self-interest--I am not 
supposed to use that word here--will and should embrace free trade. There is 
obviously some dislocation in that. The important thing is on what terms, and 
the terms have to be hard fought. They have to provide for transition and they 
have to make some special accommodations or arrangements for some industries 
that are particularly impacted, largely because of laws, regulations and 
political judgements that have impacted on those industries or services. 
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The Vice-Chairman: You might actually find the report from the 
all-party committee on that issue very interesting. 


Mr. Foulds: Can you give us an approximate figure on the number of 
takeovers Edper Investments Ltd. and its emanations have engaged in in the 
last 10 years? 


Mr. Eyton: I have trouble with the word ''takeover,'’ because that-- 


Mr. Foulds: Friendly or otherwise. 

Mr. Eyton: You might just say '‘other major investments,'' if you 
want. I guess it would be in the range of 25, something like that. I have 
never counted them, but it would be in that range. 


Mr.-Foulds: When you say--I think I have the phrase right--that you 
have never inflicted a majority decision on any of your individual boards, 
what do you mean by that? 


Mr: Eyton: First of all, with the exception of Brascan, we do not 
have a majority of any board. We are dealing from a minority position. Even 
beyond that, we do not go in and vote as a block. At Brascan, we do not come 
to some decision and then charge in to, say, John Labatt--either speaking to 
the chief executive or to the board--saying, ‘We have made this decision for 
you.'' We do not do that. We would not. 
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In effect, we may bring up an idea from time to time, but we consider it 
is our responsibility to sell it. Unless it is consensual, unless it has the 
support of both management and the board, including the broad board, it is not 
a worthwhile idea. It will not work. You cannot tell a good chief executive to 
do something he does not believe in. 


Mr. Foulds: But if you persuade the chief executive officer, then 
you can persuade the rest of the board and it would work. 


Mr. Eyton: That might help, but unless we achieve a comfort level 
with the independent directors, we will not proceed. 


Mr: Foulds: I missed the very opening of your presentation and I 
apologize for that. What is your definition of an independent director? 


Mr. Eyton: I was using that in the context of a director who, in 
effect, is not nominated by us, representing our major shareholding. It is a 
director representing the public shareholding, the widely held shareholding. 


Mr. Foulds: Okay. In your interests in the resource sector--and I 
believe the takeover of Noranda Mines was in 1981? 


Mr; Eyton: ‘Yes; 1981 and 1982. 


Mr. Foulds: Somewhere in there. Can you go head to head with 
Canadian Pacific's investments sometimes? 


Mr. Eyton: In the sense that we compete for the same tree? 


Mr. Foulds: No. That you compete for the same companies to take over. 


F~15 


Mr. Eyton: I suppose. We do not like hostile or auction activity, 
but occasionally you are making an investment in competition with other 
people. I am not sure I know of any case where we went head to head with CP. I 
do not think we have. 


MacMillan Bloedel was something Noranda did after CP made an effort to 
acquire MacMillan Bloedel. Part of the reason Noranda made the investment in 
MacMillan Bloedel, at least in my view, was to discourage us from making our 
investment in Noranda, so 1 can take responsibility for the investment in 
MacMillan Bloedel. 


Mr. Foulds: That was not such an entirely friendly takeover, if 
Noranda wanted to get big enough that you could not take it over. 


Mr. Eyton: No. There was certainly tension there, but we did not 
acquire our major position in Noranda until we had resolved our differences 
with the management. 


Mr. Foulds: You eased into it. 


Mr. Eyton: Yes. It was not a hostile takeover; it was a negotiated 
investment. 


Mr. Foulds: It reminds me of some takeovers--if one can use the 
nation state as a parallel there--where more imperial powers from Rome to the 
United States have exerted some influence over weaker and adjoining 
territories. 


Mr. Eyton: We are straying from the financial institution field, but 
I want to talk about Noranda a bit. I have two things I want to remind you 
about. ; 


First is that the negotiated arrangements that we made with the Noranda 
management and with the independent directors are still continued. We are 
still a minority. We would purchase treasury shares from Noranda. We invested 
$500 million in the treasury of Noranda in 1982. I think it is fair to 
say--most analysts would agree--that without that $500 million, Noranda would 
have been in severe difficulty. 


Beyond that, I want to note that in recent years there have been only 
two major mining developments in Canada, and both of them were within our 
group. It is because we have the capital and we are taking a longer-term view. 
One was out in Vancouver Island, and we spent about $250 million on a new 
polymetallic mine. It is a good mine. It is still not making much money, but 
it is a great mine and we know it will pay off in the longer term. The other 
was our Hemlo investments, the gold camp in northern Ontario; again the same 
kind of dollars were spent, about $250 million. Those were exceptional in this 
Canadian landscape. No one else was doing it. They were doing it because they 
had the financial strength to do it and because they were prepared to take a 
longer view. 


Mr. Foulds: In Hemlo, you are going to get enormous returns. 
Mr. Eyton: I hope so. That is why we did it. 


Mr. Foulds: It looks pretty good to me. Your argument basically is 


_ that widely held companies could be and tend to be irresponsible and that 
_ companies with a major shareholder are more responsible and more accountable. 
Do I understand your argument clearly? 
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Mr. Eyton: I would prefer to say that a major shareholder ensures 
accountability. You can have good accountability and good management without 
it, but the major shareholder ensures it. 


Mr. Foulds: Aside from the major shareholder being big and therefore 
less likely to have a run on it, him, her or whatever, what are the other 
advantages? 


Mr. Eyton: I do not understand "less likely to have a run on it." 
Mr.-Foulds: Less likely to be taken over. 


Mr. Eyton: I am not sure if that is good or bad. It depends very 
much on the company. The major shareholder has to be a responsible major 
shareholder. All 1 meant to say is, if you are a major shareholder you have a 
significant investment and you are going to be awfully careful about it. 


Mr. Foulds: You will protect that investment. 


Mr. Eyton: You are going to be sure it is well managed. You have to 
remember, people somehow think the interests of the major shareholder are 
different from the interests of either the other shareholders or of the 
company or the community at large; they are always the same. We have a major 
stake in Royal Trustco. More than anyone we have a financial and a reputation 
investment in Royal Trustco, and it has to work. We have that stake. That is 
why I talked about it in the sense that, as the major shareholder, you always 
have 100 per cent of the downside and you have whatever percentage you have of 
the upside. 


Mr. Foulds: I am much more familiar with the effect of a resource 
investment on communities than I am about a financial institution's investment 
upon small communities, but I know from historical experience, where 1 come 
from, the major shareholder has not taken very much consideration of the 
community. I would like you to explore what you mean by a major shareholder 
being responsible for a community. 


Mr. Eyton: Again it depends on the major shareholder, assuming you 
have decent people and decent motivation. I tried to outline the rules under 
which we play. With variations, those rules would apply to all the major 
shareholders I know in this country. In the long term, it is the only way you 
can assure success. You cannot take a short-term view. 


Mr. Foulds: Say you are involved in a resource involvement, as in 
Hemlo, and you have access to information fairly early on about when you are 
going to close down the mine. At what point do you think that should be made 
available to the community? People in that community have to make plans; the 
government has to make plans. 


Mr. Eyton: I do not know. I would have thought the people working 
there would know what is going to happen to that mine long before any of the 
guys on Bay Street. Generally, they are better informed than the people in the 
south. That has been my experience. 


Mr. Foulds: I am afraid, from the historical experience in Atikokan 
and at Kimberly-Clark at Terrace Bay, that ain't so. 


Mr. Eyton: I am not familiar with them. 
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Mr. Foulds: As a company, woulda you be willing to endorse the 
recommendations of what we commonly call the kosehart committee, the advisory 
report on single-industry towns, I believe it is called, that major 
corporations that have a stake in communities should have in effect annual 
meetings with those communities, just as they do with their shareholders? 


Mr. Eyton: 1 am not familiar with the report. As an individual, 1 
must say it sounds like something that should be done. It sounds like a good 
idea to me, but I am not prepared to make any commitments because I have not 
read the report. 


Mr. Foulds: If you read and studied the report, is it something you 
would be willing to give consideration? 


Mr. Eyton: Sure. It sounds like a good idea. 


Mr. Barlow: Getting back to the 50 per cent being the major 
shareholder portion, particularly in the financial area, which is what we are 
talking about here, but also in the resource and other industrial areas, in 
many of the companies that Brascan is involved with, do you have substantially 
more than the 50 per cent holding? 


11:20 


Mr. Eyton: Just a few; and there is a commitment to reduce it. For 
example, we have a larger interest in London Life, but the commitment is to 
reduce that over time. Sometimes it will be lower, and we reserve the right to 
increase it to the 50 per cent level over time. It is a matter of timing 
rather than fact. There are a few in which we are larger than 50 per cent. 
This chart is not entirely accurate, but it is substantially accurate. Time 
passes and things happen. For example, our effective interest in Scott Paper 
now is 10 per cent, and there are other similar adjustments. 


Mr. Barlow: I do not know what I am looking for here, a percentage 
or what. Do you have substantial holdings outside of Canada in your financial 
end? 

Mr. Eyton: In the financial services end, Royal Trustco has. Michael 
Cornelissen would have spoken about that yesterday. Apart from that, there are 
a few, but I would not characterize them as substantial relative to the 
Canadian operation within the financial institution area. 

Mr. Barlow: Out of interest, are there still holdings in Brazil? 

Me. - Eyton: Yes,* thererares 

Mr. Barlow: I have been reading the history. 


Mr. Eyton: They continue to do well, year in, year out, at least on 
the face of it. 


Mr. Barlow: Thank you. 
| The Vice-Chairman: With the committee's indulgence, Mr. Eyton--they 
_ gave me the vice-chairman's job to try to shut me up, but it will not work. I 


_ have a couple of questions. 


Mr.-Foulds: We can still manage that. 
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The-Vice-Chairman: I want to get back to the line of questioning you 
have been inundated with; that is, the management-director relationship. 1 
agree that you have quite capable managers, in essence steering the ship 
effectively, such as Mr. Cornelissen. I am thinking of my own personal 
experience, for example. If a memorandum came from the board of directors over 
your signature and landed on the desk of the president of the corporation, how 
much give and take is there? Frankly, I think that to some degree there would 
be some fear from the human point of view to make sure he complies with it 
somehow. 


Mr. Eyton: In my experience, that is not at all the case. If you 
think of the stature of the people I have to deal with day by day--they are 
big and burly--and if I have an idea, it has to be-- 


Miss Stephenson: Intellectually, that is. 

Mr. Eyton: Some of them in other ways too. 

Miss Stephenson: Does physical burliness have anything to do with it? 
Mr. Eyton: It helps intimidate. 


Miss Stephenson: That is a masculine trait, Mr. Eyton, and I am sad 
to hear you say that. 


Mr: Eyton: I am saying--about myself-- 


Mr. Foulds: I am biting my tongue. 


Miss-Stephenson: I bet. 


Mr. Eyton: If you go through our major investments, we have our 
Brazilian investment, which has been represented, before I got to Brascan and 
now, by a very senior Brazilian with enough stature and ability and ego that 
it is a conversation. It is not a memo from us saying he should do A and B, 
but a suggestion that maybe he should look at A and B, and he will; and I can 
tell you that we will get an independent reply. 


Peter Widdrington and I have already talked about it. If you know Peter 
Widdrington, you know how independent he is. Again it would be a discussion, 
and if we agree on something, it is because he honestly thinks it is a good 
idea. In financial services, you are going to meet Mr. Hawkrrig. He is not by 
any means a pushover. 


The Vice-Chairman: I am not saying ''a pushover.'' I am just 
wondering, though, when you get down to a situation wherein Trevor Eyton wants 
this and executive A wants that, how the hell do you resolve it. Are you 
telling me you have a give and take? 


Mr. Eyton: I just said how we resolve it. We resolve it in favour of 
the company and its senior management. 


The fact is that if management underperforms over a period of time, if 
it is not keeping up with the competition and not performing according to its 
own plans, then you change management. But when you make a guy chief executive 
and give him the leadership, you have to respect that, and to the extent that 
be does not want to do something, you are just whistling if you force him to 
do it, because the chief executive who does not want to do it will ensure it 
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does not work. You may have the satisfaction of saying, ''I made him do A."' The 
other thing you know is that 12 months later he will come back and say, '"'I 
tried A and in spite of my best efforts it did not work." It is because you 
made him do it. We are not naive. 


The Vice-Chairman: I will leave that line of questioning. Let me get 
back to something you alluded to earlier in your presentation, what I suspect 
is the disproportionate inequity regarding share values and so forth between 
trust companies and perhaps other investments. Speaking in general terms, is 
it safe to say that return on investment as far as a shareholder in a trust 
company is concerned would be greater for a number of logical reasons than the 
return at most banks? Would it be safe to say that? Mr. Yeoman is nodding. 


Mr.-Yeoman: It is fractionally over. I think the trust companies are 
fractionally in excess on return on equity. 


Mr. Eyton: In recent years. 
The Vice-Chairman: When you say ''fractionally,'’ what is the degree? 
Mr.-Yeoman: There could be a couple of per cent. 


The Vice-Chairman: Let me be the devil's advocate for a minute. If 
that is the case, if it fractionally outperforms return on investment from the 
major banks, in pure economic terms, does that not substantiate the 10 per 
cent majority shareholder interest as opposed to 50 per cent, which you are 
suggesting? 


Mr. Eyton: We are talking about terms. We are talking about two 
things. I was talking about shareholder values. 


The- Vice-Chairman: Let us go back to the return. 


Mr.-Eyton: On the shareholder values, the market value is the trust 
company investment three times--Royal Trustco three times the shares of banks. 
It is partly because they were looking at the banks as they are and perhaps 
some of the problems they have with their portfolios, which are somewhat 
historic now. 


The Vice-Chairman: To look at pure economic returns to an investor 
in shares, if there is only a fractional difference, does that not reinforce 
the fact thet in economic terms the 10 per cent limit does not limit their 
performance, aside from Dr. Stephenson's-- 


Mr.-Eyton: Their return comes twofold. It comes from the business, 
their charter, the business they carry on. Until recent times, they had a 
hammerlock, an exclusive. They are such a dominant presence today that in many 
ways they still have that exclusive; so they have a territory and a system 
there that ensures it. 


The banking business worldwide has generally been a pretty good 
business. Canadian banks have performed well within their prescribed business. 
_ The Bank Act provides that they can carry on the business of banking. It does 

not have any real definition of what that is, with the result that they have 
_ been able to add on where that seemed appropriate. There are some limits. The 
limits are that the business functions have been given specifically to others. 


| For example, insurance companies are given a specific mandate to carry 
on the insurance business as it is understood, but that is it. It is not a 
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generic term like 'banking.'' Insurance is insurance and that is what they have 
to do. It is the same thing with the trust companies; they have a specific 
ability to carry on particular kinds of businesses, and they do. It is not the 
kind of generic banking description that banks have. Banks have tended to be 
more expansive in any event. In general, their business charter is broader and 
has been good for them. 


The other factor is how you are capitalized and how you are managed. We 
think the trust companies generally are well capitalized. Royal Trustco has a 
more conservative balance sheet than any of the major chartered banks and has 
the management. We had three elements that I mentioned, and what I was talking 
about was, as I saw it, the greater accountability of management where there 
was a major shareholder, but that impacts on only one of three elements. 


LiEesO 

The Vice-Chairman: Are you agreeing with me or not? I am not sure I 
got an answer. If I had 100 shares in bank A and 100 shares, on average, in 
trust company A-- 


Mr. Eyton: What I am saying is that it may work for the banks. The 
trust companies-- 


The Vice-Chairman: Are different. 


Mr.-Eyton: --have evolved. They are performing well, in large 
measure because major shareholders came along and made a commitment. The 
commitment was for capital and people. As I said, they performed well. They 
provided more competition in the Canadian marketplace and the beneficiary has 
been the Canadian public. I do not want to attack the banks; the banks are the 
banks. What we are asking now is whether it has been a good thing for trust 
companies or life insurance in general. I think, clearly, based on the 
evidence, it has been a good thing. 


The Vice-Chairman: I have one very short question I think you can 
answer, and then Dr. Stephenson has one. How much leeway or power over and 
above the board does the executive committee of a board have? I am not sure I 
am explaining it correctly. 


You meet four or six times a year as a board; the executive committee, 
no doubt, would be in more frequent contact. How much discretion does it have 
from the board? 


Mr. Eyton: First, it is a subpart of the board and is directly 
accountable to the board. 


The Vice-Chairman: In essence, does the board grant the power of the 
board in any degree to the executive committee during the intervals? 


Mr. Eyton: No. In general corporate terms, the executive committee 
can do everything the board can do, with 10 or 12 exceptions, including 
allotting stock, fundamental charter changes and those kinds of things. 


The increasing practice--and it is certainly the practice in our 
group--is to try to avoid executive committee meetings. They tend to be more 
mechanical and more interim and are always subject to review and approval by 
the board, sometimes after the fact, of course. I would not regard it as a 
significant factor in the governance of the company itself. 
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The Vice-Chairman: Do you have independent directors on the 
executive committee? 


Mr. Eyton: Always. 


The Vice-Chairman: In the same proportion as on the board? 


Mr. Eyton: I am not sure about the same proportion, because that 
depends on numbers and so on, but, in general, we would have a 
cross-representation. 


Miss Stephenson: There is increasing public apprehension about the 
potentially damaging effect that apparent loss of independence of financial 
institutions may have upon the integrity of the institutions in Canada. I 
guess the example that most elderly Canadian citizens--at any rate, those over 
35--see as the independence of the banks is that the banks are institutions 
that have never been held in majority by any company. In most instances, 
Canadians believe, naive as they are, that many life insurance companies are 
in that situation at present as well. 


Given that fact, what would you do to ensure that there is a public 
perception that the integrity of financial institutions is being maintained 
and enhanced, no matter whether they are held in majority by other bodies or 
whether those bodies have anything to do with finance, resources or whatever? 
How do you think we could go about that, given the fact that the circumstance 
is not what the public perceives in its mind it should be generally? 


Mr. Eyton: I think it is fair to say the public has been confused by 
the continuing debate, including as it has been described in our media in 
Canada. When we--and I am sure we will--finally evolve in Ontario--and I make 
the point "in Ontario''--and the other provinces and federally, when we evolve 
a system with responsible rules and we all go back to business, the topic will 
slide away and public confidence will be there. 


I do not think there is any suggestion in your remark that there is not 
great confidence in the performance of most of our financial institutions now. 
In fact, they are performing exceedingly well. 


Miss Stephenson: However, there is concern that they may not. 


Mr. Eyton: I am not sure. It does not seem to translate into the 
people who are doing business with the banks, the trust companies and the 
insurance companies. Business goes on. You tend to hear about it in conmittees 
and in hearings like this and you read about it on the first page of the 
second section of the Toronto Star. I think there is a greater concern-- 


Miss Stephenson: You are also going to hear about it from your 
constituents, who come in to talk about it as well, who have-- 


Mr.-Eyton: Send them to Royal Trustco. Tell them they will be well 
looked after. 


Inter jection. 
Miss Stephenson: Yes. I am afraid one example is not going to 


reassure the entire situation. However, that one I will not use because of 
the-- 
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Mr. Eyton: My serious point is that while the debate continues--and 
you have to recognize that it is not a debate peculiar to Ontario--the same 
debates are going on across the country. I am concerned Ontario may come to 
some kind of resolution that is different to the one in Quebec, where they are 
going in quite a direction quite different from Ottawa's. It will mean 
Canadian institutions, wherever they are based, will be disadvantaged 
vis-a-vis like institutions in other countries. It is a revolution. Things are 
happening. There is a loosening up. 


I think it is at least noteworthy that in Canada, because of the 
discussion, Royal Trustco has a proud record and provides the services and 
products. But in general, on a day-to-day basis, do not talk about the 
association as part of a larger group of companies. I have to tell you that 
everywhere else in the world it is regarded as just a great thing. Royal 
Trustco, when I go to Germany, England or Japan--I mean it is funny that-- 


Miss Stephenson: Is that not the kind of thing Royal Trustco should 
be doing? Should you not be publicizing the fact? 


Mr. Eyton: As I say, because the debate, and partly the misinformed 
debate, is going on in some of the media, you are a little nervous. So Royal 
Trustco, in effect, wants to show its record and performance and show what it 
can do. It tends not to talk about the affiliate companies. 


Mr. Haggerty: You have to be careful of a takeover. 


Mr:-Eyton: Everywhere else in the world, including places that were 
there long before we were and have a great deal of sophistication--such as 
England, Germany and Japan--as soon as Royal Trustco mentions it is part of a 
group, the Japanese say: ''Oh, yes, that is very good. We like that." 


Miss Stephenson: Surely that is the kind of information that needs 
to be shared with the Canadian public in a way that is going to make them less 
apprehensive than they are right now. Their apprehension may be misdirected. 
It may be poorly founded, but it is there and something has to be done about 
it. I do not think, if I may say so, that you can leave it to the banks to 
solve that problem for you, nor can you leave it to government to solve it for 
you. 


Mr. Eyton: I acknowledge we have a big job to do and we have not 
done it particularly well. 


Miss Stephenson: Yes. Are you going to start? 


Mr.-Eyton: We are doing our best now, but-- 


Miss Stephenson: No, you are not doing your best now, but you could 
be doing your =n 


Mr. Eyton: We just started. 


The Vice-Chairman: Dr. Stephenson, with respect. Mr. Eyton, would 
you entertain one question from Mr. Henderson, who has not had an opportunity? 


Mr. Eyton: Yes. 


Mr. Henderson: You said a moment ago there is a revolution going on. 


What did you mean by that? 
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Mr.-Eyton: For a long time there tended to be categories of 
financial services and you tended to be a merchant bank or a chartered bank as 
we know it here in Canada. I will use the Canadian example. 


A trust company carried on a trust business. You may remember 
historically trust companies were really an appendage to all the banks. All 
the major trust companies were associated with a major bank. They were kind of 
off there at the side and they had perhaps not their most senior management or 
their most senior effort. It was only when they were forced to split that the 
trust companies went out on their own, but the trust business was also 
separate. The fiduciary business was separate, chartered banking was separate, 
investment banking was separate, but that is all changing. 


There is a term I like which comes from an article I read in a financial 
magazine about a year ago. They talked about the securitization of practically 
everything. What they meant is that the mortgage business now is more than the 
mortgage business. People are forming mortgage funds that put out mortgages, 
but then they take that in turn, they sell the paper representing the 
collective ownership of a package of mortgage and that then turns into some 
kind of participation certificate, but it gets confused. 


You are no longer a mortgage company, property company, chartered bank, 
investment banker, trust company or life insurance company because there are 
tremendous competitive pressures to enlarge the services and products that you 
offer. In Canada, if anything, we are probably lagging behind some of the 
financial centres in the world. Whatever we do, it has to be in broad 
conformity to some of the international competition. 


The Vice Chairman: Might I then conclude, Mr. Eyton? 


Mr. Henderson: Could I have one more go? I want to make sure I 
understand what I have heard and have it framed correctly. 


To the complaint that one hears that there is too much concentration of 
ownership in financial institutions and concern about alleged loss of public 
accountability, your reply--if I understand it--is that what is described in 
those terms is really the emergence of single major shareholders and that is a 
good thing because it strengthens the accountability of senior management and 
allows the institutions to perform better. Do I have it right? 


Mr. Eyton: There are two other points that I really led off with. In 
relative terms, we are still pretty tiny. I went through the businesses: 
natural resources, real estate, financial services and consumer products. 
Those are our businesses and those tend to be the same kinds of businesses as 
the other so-called major groups in Canada. All of them are pretty small in 
international terms. 


I hoped I had adopted the Royal Trustco points there yesterday. 
Fundamentally, the top ranking Canadian industrial company happens to be 
General Motors of Canada. I think by memory it ranks 46th internationally. We 
are awfully small and it is a big world out there. It is international. 


If I read to you the 45 companies bigger than General Motors of 
Canada--itself a subsidiary of a United States company--if I read the 45 ahead 
of it, you would recognize almost all the names. Why? Because they carry on 
business in Canada. They are awful big and they are awful good. They carry.on 
business here. 
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It seems very strange to me to say: 'We recognize those big companies 
are here. We want them to be here. They provide jobs and investment and so on 
but we are concerned about you, a smalier Canadian group. Somehow we are going 
to make it a little tougher for you to compete."' It does not really make any 
sense. 


In relative size, we are small. Second, in terms of the businesses we 
are in, all of them are very, very competitive. Again, look at the record, 
look at the facts. The Canadian public has been well served in those 
businesses. In real estate, we are well served. Natural resources has been a 
tough business but we are well served. In consumer products, nothing is more 
competitive than the beer business and the dairy business and the other © 
businesses. They are highly competitive. 


Miss Stephenson: But you do not want us to follow the beer example 
as Canada’s concern of financial institutions. You do not want the necessity 
for a separate structure in each province. 


The Vice-Chairman: I am going to interrupt Dr. Stephenson. She can 
carry on a conversation, if you so permit, subsequent to this meeting. 


Mr. Eyton, on behalf of the chairman and on behalf of the committee, 
and, Mr. Yeoman, I want to offer my sincere thanks for your attending here 
today from your busy schedule. I think it says, quite frankly, a hell of a lot 
about you and about the companies you represent. We thank you for taking the 
time to come here. 


Mr. Eyton: Thank you. 


The committee recessed at 11:44 a.m. 
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CORPORATE CONCENTRATION 
(cont inued) 


Mr. Chairman: Shall we get started? 
Mr. Barlow: I see a quorum. 


Mr. Chairman: We have with us today Dr. David Quirin, University of 
Toronto, faculty of management studies. We are looking forward to hearing from 
you, sir. My local paper had an article in it just a few days ago that quoted 
you extensively on this topic. Carry on, if you will. 


DR. DAVID QUIRIN 


Drs Quirin: That is a fair warning. I hope I will not contradict 
myself. 


I have used the term "economic concentration" to describe two kinds of 
phenomena. One is the concentration of a major fraction of economic activity 
in a particular market or industry in the hands of a small number of 
producers, which I refer to as market concentration. The other use of the term 
relates to the ownership of a major fraction of the equity interest, usually 
the voting stock of a business enterprise, in the hands of a small number of 
owners as shareholders. I refer to this as ownership concentration. There is a 
link between these two. I will talk about the former first. 


Unless industry is concentrated to same degree in the market 
concentration sense, nobody cares very much about ownership concentration. 
Most family farms, for example, have concentrated ownership. Because 
agriculture is a fragmented structure and because the industry is almost the 
antithesis of market concentration, this phenomenon is regarded as irrelevant 
economically. 


Market concentration may be measured by one of a number of yardsticks. 
There is no point in going into the technical measures of concentration that 
are employed. The basic problem is not finding a valid measure of 
concentration, because all the measures of concentration tend to agree with 
one another; the problem is in defining the industry whose concentration is 
being measured. 


This raises questions. Why do we care about market concentration? Is 
there anything about it in the financial sector that suggests we should be 
concerned? Are there any characteristics of this sector that are peculiar to 
it and make market concentration in this sector more or less a concern than it 
is in industry generally? These are the first questions we should ask 

ourselves. when we begin to look at market concentration in the financial 
- industries. 


The answer is that it matters more, the reasons being at least as much 
political as economic. In the role of the payment system, service banks and 
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other financial institutions provide access. This role is so critical in a 
moneyless economy, such as the one we have, that individuals who do not have a 
banking connection are effectively outlawed, at least economically, and 
excluded from participation in the economic life of the community. There have 
been some examples of this--not very many but, in my view, perhaps too many in 
that this is applied to allegedly bad people. In the absence of some further 
demonstration of that, this creates a problem. 


It is essential almost as a civil right that individuals have access to 
the banking system and be in a position where they can cash cheques payable to 
them and where they can draw cheques in payment of services. They need access 
to the system. This means, in effect, that they must have alternatives within 
the system so that a denial of service by one supplier can lead to the 
utilization of an alternative supplier. 


We could perhaps tolerate the present degree of concentration in 
banking, which is the primary means of access to the payment system, but it is 
doubtful that we can tolerate more. It is likely that we would be better 
served by more competition. I will come back to the SOA of competition in 
the banking sector later. 


Moving beyond the need for individuals to have access to the payment 
system, the notion of a banking monopoly is one of the enduring folk themes of 
Canadian folk economics. As a native Albertan and in memory of William 
Aberhart, whom I remember very clearly, his role has been great in Alberta and 
has been great in many other provinces as well. It is virtually impossible to 
test the ultimate validity of this concept of a banking monopoly in an 
economic sense. It is clear that innovations, whether they are structural or 
institutional, that weaken this supposed monopoly will continue to be in 
significant demand politically. 


14:10 


A further observation with respect to concentration in banking is that 
banks and other financial institutions, particularly in their role as lenders, 
have a degree of access to otherwise confidential financial information 
pertaining to individual clients. To the extent that they have access to such 
information, banking institutions are privileged in this society. Do we really 
want to share this information more broadly? There is a question of whether we 
want to expand the degree of broadcasting of this kind of information 
throughout the financial system. This is an argument in effect pushing the 
other way in favour of relatively minor changes in the structure of this 
sector. 


My final reason for concern over concentration in the financial sector 
is that this sector--or many parts of it, at least--is effectively protected 
fron foreign competition, usually by legislation that forces would-be 
competitors from abroad to come inside the country, incorporate here and 
compete on the local ground, often under certain disabilities such as those 
provided for the schedule B banks or for foreign insurance companies and so on. 


Much of Canadian industry, if we look at manufacturing and trade, is 
highly concentrated, but in most cases that fact makes very little economic 
difference because there is effective competition coming in from imports that 
limits the ability of domestic firms to exercise market power. We should be 
concerned in looking at the financial sector, which is highly protected, that 
we not develop a degree of concentration that enables firms to use that degree 
of protection from foreign competition to gouge Canadian customers in one way 
or another. 
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Concerning the importance of structure generally, I would note that 
until very recently the economic thought in this century has been dominated by 
the so-called structured conduct performance paradigm, usually attributed to 


Edward Mason of Harvard and Joe Bain of Berkeley and originating in the 1930s 
to the 1950s. 


In its most oversimplified form, this view of the economy holds that 
market structure, including but not restricted to the number and size 
distribution of market participants, is the primary determinant of the way 
competition is conducted or avoided and, through that, ultimately of how well 
markets work in terms of economic efficiency, production of equitable prices, 
production of technological progress and so on. There is a literature on this 
that is perhaps too vast even to cite. 


This is, I think, an unduly deterministic view of the competitive 
process. It was dominant in the economic profession in the 1960s and perhaps 
even in the 1970s, but it is almost certainly wrong, except in certain special 
cases. One of these is fragmented industries such as agriculture, where the 
structure does enforce the kind of behaviour that one associates with peer 
competition as described in economics textbooks. There may be situations where 
single-firm monopolies also conform to the textbook model. There are a number 
of models in which excess of price over cost is a function of the number of 
competitors, the maximum being where the number is one and approaching zero as 
the number becomes very large. 


These models go back to the middle of the 19th century, and they are 
broadly used as an approximation for the behaviour of competition in monopoly 
industries or in oligopoly industries, industries with a small number of 
competitors. 


However, there are a number of competing models with respect to these 
kinds of markets in which, under certain equally plausible assumptions, the 
competitive outcome, or price equal to marginal cost, is generated by as few 
as two firms. Again, this literature goes back to about the 1870s, to Richard 
Bertrand. There is evidence in this literature-- 


I have a written version of this, which I will perhaps submit to you in 
a week or two if we catch up with typing it. 


Mr.-Chairman: That would be helpful. 


Dr. Quirin: The university, as everyone knows, has terrible budget 
_ constraints. 


Mr.-Ferraro: Did the president make you say that? 
: Mr.-Ashe: It is the sabbaticals that are costly. 


Dr. Quirin: However, I do intend to finish this in a written form so 
I can find out what I have said myself. 


| What is evident from the more recent literature on how industries 
perform is that this is not really dependent so much on their structure as on 
whether a new campetitor could conceivably enter a given market. This 
characteristic is referred to in the economics literature as contestability. 
Contestability literature dates back to about 1980. It can be viewed as a 
structural factor and is related to entry barriers and to the major costs in 
the industry and the extent to which it is concentrated. 

{ 
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In general, the dominant view at present is that contestable markets, in 
the absence of collusion, will generate essentially competitive outcomes, and 
they do not need a lot of competitors to produce this. If they are not 
generating competitive outcomes, the industries or markets that are 
contestable will attract the interests of new entrants and will become 
essentially competitive in behaviour in the very near future. 


Obviously, there are industries that are not contestable. These are 
industries that are natural monopolies or natural oligopolies and that tend to 
generate prices corresponding to the classical monopoly model or to the 
Colonel Nash oligopoly model, which makes the degree of price escalation above 
marginal cost a function of the number of competitors. 


These kinds of monopoly situations--the classical examples are in the 
public utilities field--are ones in which we have a so-called sustainable 
natural monopoly. Where we do not have sustainable natural monopoly, 
ultimately the competitive outcome will result. 


This is all that economics theory has to tell us at present. It is 
substantially less than economic theory claimed to tell us 30 years ago. In 
some respects that is good, because perhaps with less imperialistic claims, we 
Iay get more truth and more useful predictions out of the model. 


'What it tells us is that the present structure is a lot less relevant 
than we thought it was 30 years ago. It tells us that, but it does not carry 
us directly to a list of contestable markets or to a list of sustainable 
natural monopolies or oligopolies. 


in looking at individual financial markets for evidence of 
concentration, I have started, as I have always done, by looking at individual 
markets and making some observations relating to them. The first one I looked 
at was banking. I do so in full awareness that this sector is, by virtue of 
section 91 of the British North America Act, quite outside the jurisdiction of 
this body. I do so because the banking story is, to a considerable extent, the 
story of the other financial industries. 


The first thing I note about banking is that its structure has been 
remarkably constant during all the years for which I could get any data. 

Since 1841 the equivalent number of equal-sized producers that would generate 
a Herfindahl index of the same value has been between five and six. It has 
been somewhat higher during the past 30 years than it was during the first 30 
years of our national life. It was probably somewhat higher than six in the 
1885-86 period, when there were 41 different banks operating in this country. 
The number had dropped to 33 by 1908, and was in the order of 10 by 1930. By 
1930 the present concentration pattern was more or less definitively 
established. 


From an economic point of view, five to six equivalent firms is neither 
a particularly large number nor a particularly small one; it is reasonably 
concentrated. If we looked at the manufacturing industry and industries 
comparable with the manufacturing industry, we would probably view it as 
highly concentrated. However, it is not a manufacturing industry. The relative 
constancy of structure over 145 years--admittedly, with ups and 
downs--suggests why this is so. First, most new entrants since the Second 
World War, perhaps even since the First World War, either have been absorbed 
by senior competitors, usually as a result of their getting into financial 
difficulties, or have failed outright, as a couple have done in the past year. 
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Some other new entrants are still active but have not obtained a market 
share that would indicate that they have successfully entered the banking 
market. They have a piece of the banking market. If I were asked to prophesy 
whether they would be here or not in 10 years, my prophecy would be that they 
would not be here in their present form. 


In addition to these, there are some small inter-war entrants, the 
Mercantile Bank in particular, that have been absorbed by merger in the past 
25 years usually to attain hypothesized economies of scale or to avert serious 
problems. These are the earlier ones: Provincial Bank, Imperial and the 
Dominion Bank. The only clearly successful entrant on market share criteria 
has been the Continental Bank, which converted from a successful sales finance 
company into a chartered bank in this period. There is enough of the market 
share and enough of a market niche in which it can compete that I would be 
reasonably confident in predicting its presence 10 years from now. 


This history raises significant doubts about the contestability of the 
banking market, at least as far as totally new entrants that attempt head-on 
entry are concerned. The Continental Bank case suggests that conversion from 
other types of financial intermediaries may result in successful entry. That 
is a reasonably small sample. Another sample is entrants from the larger trust 
companies that have not moved into banking but that have developed a 
significant presence in what we could call a retail banking field. They have 
more branches on more corners than the chartered banks at this point. 


There have been rumours from time to time that at least one of the 
participants in this set has developed banking subsidiaries outside Canada. 
There have been no attempts to convert trust or loan companies into chartered 
banks. From discussions with individuals in some of them, I know that some 
have taken substantial steps in this direction but have drawn back at the last 
minute, presumably on grounds that they would be better off remaining where 
they were. 


From a retail banking point of view, this has augmented competition in 
the banking field. It does not increase the number of banks. If banks, as 
defined in the Bank Act, are to grow, I suggest they grow through a schedule B 
from the conversion of existing trust or mortgage companies. They will not be, 
unless substantial changes are made from the growth of schedule B banks. 


I assume that some of those, such as Citibank, would be willing and able 
to grow in this market if given a completely free reign. I do not expect to 
see them get that free rein, and I do not view them as the likely providers of 
additional banking competition in this market in the foreseeable future. They 
do, however, provide a source of potential competition if, for various 
reasons, we find that we do not have enough left among the purely Canadian 
banks. It is possible to do what has been done in a number of US states where 
the local banks tended to be monopolistic in character: that is, invite 
outside banks in. 


In particular, most of the British clearing banks as well as a number of 
the Canadian chartered banks are well represented in California in a system 
where there is an interest in developing outside competition. If we are 
looking at more competition in there, I would recommend any legislative 
changes that would make it easy for trust companies to perform expanded 
banking functions and to convert to banking status. 
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If we look at other financial segments, a similar picture emerges in 
those cases. This picture is one of a fairly constant concentration over the 
past 25 years or so. There is probably some increase in concentration among 
the trust companies and almost certainly an increase in the investment 
dealer-merchant banker category. It is not clear that these increases mean 
what they are presumed to mean under the terms of the structured conduct 
performance model, as I noted. Our trust companies have been the most 
successful challengers to the chartered banks within the retail banking 
function. 


The increased concentration of the trust company sector, which has 
happened, means probably more and not less competition in retail banking and 
we draw significant benefits in terms of geographical and temporal 
accessibility to retail customers. 


Moving beyond banking, most of the organizations, and some of them have 
been mentioned, within these industries can be classified technically as 
financial intermediaries. This means simply there is a sort of financial 
conduit in some sense. It borrows money at one end and lends it out at the 
other. This essential function is accompanied by the keeping of certain 
records and decision-making for the processing of information. Information 
processing aside, and I do not want to suggest that it is unimportant, the 
basic economic function is the conversion of maturities from the maturities 
desired by borrowers to those desired by lenders. 


This is done by financial intermediaries that individually assume 
liabilities which differ in maturity or duration from their assets. This 
process involves significant risks when interest rates change, particularly 
when the interest costs rise and tne cost of borrowed funds goes up faster 
than the cash flow from lent funds. To protect themselves from this risk, most 
financial intermediaries have sought to limit their exposure by raising funds 
in one part of the market and lending them in others. 


Mr. Chairman: I wonder if you could attach a microphone to your tie. 
Mr. Ferraro: It is being recorded for posterity. 
Dr. Quirin: Okay. I would not want to cheat posterity. 


If we can look at the duration of assets measured in a horizontal 
direction as compared to duration of liabilities measured downward from this 
origin, these being zero duration and these being infinite in the opposite 
corner, we can sketch the market positions occupied by different kinds of 
intermediaries 30 years ago. In this corner we have the investment dealers. 
Somewhere in here we have the chartered banks, finance companies, trust 
companies, mortgage companies; somewhere back here are fire and casualty 
companies; and somewhere up here--I forgot it--are the credit unions. I do not 
mean to disparage them by so forgetting them; but life companies, mutual funds 
and pension funds are down at the bottom corner typically. 


If we draw a 45-degree line through that nice square, we find that most 
of the assets held by financial intermediaries of whatever kind are slightly 
longer in duration than the liabilities they issue. Basically, they make money 
by borrowing short and lending long, but not too much. Historically, we have 
developed participants in the capital market that have operated by doing this, 
and for the most part doing so very effectively, except where you find classic 
examples of people in one or more of these categories who have been caught as 
a consequence of very sharp interest rate changes. For example, in the 1981-82 
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interest rate squeeze, the finance companies were particularly badly caught, 
because they had borrowed short and lent long. They had to pay higher interest 
than some of them were able to collect. They are still in the process of 
trying to recover from that exercise. 
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That is a neatly compartmentalized picture, if we go back to the early 
1950s, when I was a banker. If we look at the same story today, the duration 
of assets are squared by definition, not by appearance. The duration of 
liability--we still find the same people in the same preferred habitat, but 
instead of nice squares, they are overlapping blobs; meaning if we come out 
this corner, the investment dealer-stockbroker Operation is no longer 
occupying the specialized function it had. We find that a number of them are 
running money market accounts which are basically competing with the deposit 
account offerings of the chartered banks. 


Pressing in from the other side we find some of the finance companies 
competing, not so much in the raising of fumds but in the lending function, 
with the chartered banks more successfully, or maybe the banks are compet ing 
more successfully with the finance companies in the medium-term loan, 
reasonably high interest rates, fairly high administrative cost structure, 
which was formerly the preferred domain of the finance company. 


Moving further down, we find the trust companies again overlapping, both 
on the lending side and the raising-of-funds side, the domain of the bank. We 
can show you what has happened. We have gone from having a set of narrow 
industries, which were defined by statute and in which economic functions were 
differentiated from one another by a relatively neat place on the maturity 
structure. We have replaced these with a bunch of people whose activities are 
still defined by statute where the statutes have become much more generous in 
terms of what they can do where everybody is competing, not on everyone else's 
turf, but on the turf of the people two and three steps above them and two or 
three steps below them on that spectrum. So we do not have a separate set of 
industries any more. We have one financial, intermediary industry. 


We can see where these different identifiable blobs, which we are 
accustomed to calling industries, are really identifiable in terms of the new 
jargon of corporate strategy as strategic groups within the same industry. 


Mr.-Ferraro: Is it a better system? 


Dr. Quirin: It depends on who you are. In general, yes. In general 
there are far more alternatives available to the customer, no matter what he 
is. If he is a borrowing customer--there was a day when the would-be buyer of 
a car on time had to deal with the acceptance company with which the car 
dealer from whom he bought the car had connections, or he was out of luck. 
Today he can approach a number of sales finance companies directly, including 
that one, but more probably he can get the money from his own bank at lower 
cost with less inconvenience, and in general he is better served. 


The retail bank customer is better served; if he wants to bank on 
Saturday afternoon at 3 p.m., he can do it, whereas, when I was a banker, he 
certainly could not. He does not have a full service facility available to him 
at 3 p.m. on a Saturday afternoon but he probably will have within 10 years. 
He may even have it on Sunday, God forbid. It certainly creates more 

_ competition for the custom of the borrowers and lenders. It is a system that 
_ does violence to accepted notions of what concentration ‘amounts tosegit vis not 
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really possible, without looking at three or four of these strategic groups, 
to say, ''These are the people who are competing in this particular market," if 
it is a retail banking market. If it is a corporate banking market, there is a 
different set of people who participate. 


Mr. Ferraro: Can I ask a question? 

Mr. Chairman: Is that ali right? 

Dr=-Quirin: [bat Js»fine, sure. 

Mr. Chairman: We like to have a classroom feeling here. 


Mr. Ferraro: I just wonder if there is a downside. I am sure, from 
your experience, what you have to a greater degree now are floating-rate 
loans. In the old days you had a hell of a lot more security because you could 
get a 25-year term mortage, or you could get a longer-term loan for some other 
commodity. 


Dr. Quirin: Yes. There is a downside. The 20-year mortgage and 
25-year mortgage have disappeared, which probably would not have stayed. If we 
were faced with the interest rate variability we have had since the late 
1950s, since the conversion loan in 1958, which started all the trouble by 
some accounts, but I do not think it really did, it has been very difficult 
for anybody to raise funds from a source that would permit them to offer 20- 
to 25-year mortgages with any degree of assurance that they would could cover 
the cost of the funds raised from the proceeds of the mortgage loan. 


If you go back to the 1950s, you tend to find a fairly heavy involvement 
of life insurance companies. With assets raised in this fashion, they were 
about the only ones who could afford to tie up funds for 20 to 25 years. 


Mr.-Ferraro: Pension funds to a minor degree. 


Dr. Quirin: Pension funds have become able to do this, but I do not 
think they are heavily involved in mortgages yet. There has been that loss of 
flexibility. It goes both ways. If the rate goes up that is a bad thing, and 
if the rate goes down it is a good thing. We have tended to increase the 
exposure of most of these institutions as far as the duration shift that they 
accomplish within their own operations is concerned. It has been raised. 


Mr. Ferraro: As well as the exposure to the consumer. 


Dr. Quirin: The exposure to the consumer. The fact that only in so 
far as he is forced to adopt the floating-rate loan or in so far as he is 
involved in an institution whose solvency is threatened is a consequence of 
this longer maturity situation that we find on average in the financial 
intermediaries. Most of them maintain a portfolio of a certain set of fund 
sources and a set of applications. So the effective change in exposure may not 
be as great as it appears if we just take the averages. But there certainly 
has been some increase in the averages and some increase in risk. 


Mr. McFadden: This committee is looking at regulatory factors and 
legal mechanisms. I take it there are a lot of reasons for this change. I 
would assume it was driven more by econamic circumstances, or was it driven by 
changes of ownership patterns. I suspect part of this is a product of the 
1970s and early 1980s and the inflation period. 
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Dr. Quirin: It started before then, in the late 1950s, and it was 
certainly economically driven at that time. Most of the rise of the trust 
companies as bank substitutes took place before there was any formal 
recognition of the fact in the legislation. 


Mr. MeFadden: The trust companies. 


Dr.-Quirin: Yes, and that has been probably the most significant 
factor in the increase in competition in the period, at least at the retail 
level. It is tempting to say this is as a consequence of certain things: the 
abolition of the Winnipeg agreement, the 1967 changes in the Bank Act or, more 
recently, changes in the Combines Investigation Act bringing charges for 
services within its purview for the first time. But I look at the United 
States, and I find that with the exception of the bank-trust company thing, 
which has always been blurred down there, basically the same change is taking 
place in a totally different regulatory context. I would have to say then that 
it has been market-driven and the pressures to make legislative changes down 
there are basically to accommodate what the market is driving, or that at 
certain points the market is driving in this direction and we do not propose 
to go in this direction for good and sufficient reasons or whatever, and as a 
consequence we will not change the legislation. 
14:40 

I think the failure to change the legislation creates the pressure to do 
so through the back door. 


Mr.-MeFadden: Your advice on that point is for us to keep up with 
the market. 


Dr.-Quirin: The advice is to keep up with the market and try to 
guide it in the directions that are attractive from a legislative point of 
view in terms of consumer interests and of small and big lenders or small and 
big borrowers. 


There are some problem areas, and where I see the major increase in 
concentration has been in the trust companies, because the small trust 
companies have amalgamated in many cases to become more able to compete with 
the banks. 


I looked at the report of the royal commission on corporate 
concentration. It said it did not see anything in the way of economies of 
scale that it could identify that would justify the degree of concentration in 
banking that appears to be present. 


I have to look at that in the light of 10 more years of experience and 
say, that is very well; in the intervening 10 years we have started up a 
number of new banks, none of which has obtained a toe-hold in the market. 
There is something about the existing banking structure that suggests that 
entering head-on is not a very attractive thing to do. It is a good way of 
throwing away money if you are a shareholder. 


On the other hand, the trust company format enables people to compete 
with banks in a large number of individual service areas that creates 
institutions which are effective competitors for banks. It seems to me wise to 

see, not that we have enhanced availability of access to chartered banking on 
_ Sundays--it might come along--but that we have legislation that would 
encourage those trust companies that were interested in going in that 
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direction to acquire more of the powers they would ultimately acquire as banks 
to make that transition easier some years down the road. In other words, if 
you do want to enter banking, become a trust company. 


Mr. McFadden: I gather you are suggesting that entering the 
financial services market as a trust company is something like a junior league 
for chartered banking of sorts. It is where you can build up the assets and 
expertise to make, potentially, a jump into the chartered banking area. 


Dr: Quirin: Evidence suggests this, but it also does not show us any 
evidence of anybody having made the transition. I know the first contact was 
one group in one of the major trust companies seven or eight years ago that 
was looking at it, but after looking at it, it decided not to make the plunge. 


Mr. McFadden: The closest example might be the Continental Bank. 


Dr. Quirin: The Continental is an example here, but it is not a 
trust company. 


Mr. MeFadden: It made the jump from being an acceptance company. 


Dr.-Quirin: Yes, and it was big enough to sustain the jump and to be 
a valuable force in the banking market. If we look at the Canadian banks, they 
are very large, relative to the economy. They are major institutions by 
international standards. 


Mr.-McFadden: Do you think the reason the trust companies have not 
necessarily made the jump is because the regulatory framework is allowing 
them, as you have said, to do substantiaily what they could do as a bank 
anyway, and if they could get the trust company MELLEL amended they could 
do virtually everything they want to do? 


Br. Quirin: I think that is a fair and appropriate inference. A 
perfect comparison, going back a few years, is between the state banking 
systems, the state chartered banks and the national banks in the United 
States. I see trust companies becoming equivalent to the state banks and 
eventually full partners in the banking system now that they have access to 
the payment system. 


Mr. Chairman: Perhaps we should let Professor Quirin finish his 
points. Then we will have some hands up. 


Br. Quirin: I see effective concentration decreasing and more and 
more competition between the subsectors, which are facing competition within 
the sectors. I never noticed that much competition within the banking sector 
anyway. To the extent that the banking sector has been forced to be 
competitive, the pressures from outside have come from what used to be called 
the country banks--the trust companies, finance companies and credit 
unions--that have forced bank interest rates up, bank lending rates down, bank 
hours to lengthen and what have you. 


I have a word or two about the other side of the concentration issue, 
ownership concentration. I find myself somewhat bemused by the recent 
discussion and concern over ownership as a danger. I am not necessarily in 
disagreement with it. 


Mr. Foulds: I am sorry. Not necessarily what? 
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Dr: Quirin: In disagreement with what has been recently said, but 
when I was a student, when I was younger, the concern was that ownership of 
corporate entities had become separated from control of corporate entities. A 
large number of management-controlled firms were wandering around the economy 
subject to nobody's particular control except that of the management. Owners 
had very little say over them. Bankers, usually with J. P. Morgan lurking 
somewhere in the background, had somehow acquired control over these firms and 
were using it to create problems for the economy. 


Now we have concern over the fact there is a possibility that ownership 
and control lie in the same hands. Now, one is a problem or the other is a 
problem; I fail to see that they both can be at the same time. Perhaps they 
can. It is a question of the people. If we look at the positions of single, 
dominant shareholders in financial institutions, we have a number of possible 
alternatives: individuals with no other business interests; individuals with 
other, nonfinancial business interests; corporate conglomerate nonfinancial 
parents; corporate parents that are financial conglomerates; and captive 
insurance or finance company subsidiary situations. Those are a lot of 
situations where we find a dominant shareholding block in a financial 
intermediary. 


The concerns I see as relevant do not extend to the case where you have 

a corporate parent that is also a financial institution. If I see a schedule B 
bank that is owned by Citibank, it does not bother me that 100 per cent of the 
shares are owned by Citibank. It does not bother me that the comparable Korean 
banks are 100 per cent controlled from outside the country; nor does it bother 
me very much that General Motors has a finance subsidiary to finance car sales 
that is 100 per cent owned by General Motors Acceptance Corp; nor does it 
bother me that some corporation has a Cayman Islands subsidiary which is a 
captive insurance firm that really underwrites the insurance coverage this 
firm carries or creates a situation where it is able to practise 
self-insurance on an economic footing. These do not create any problems for me. 


I have problems with individuals who have no other business interests 
who own banks or trust companies. Concerns arise over the self-dealing issue, 
which you have had before you at length. Unfortunately, the individual with no 
interests who owns a bank is in an ideal position to acquire other interests. 
The individual who already has other interests and who controls a bank is 
tempted, or certainly can be tempted, to use his banking connection to finance 
those other interests, perhaps to the detriment of the other shareholders, 
policyholders or depositors. 
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The real problems relate to individuals of the conglomerate entrepreneur 
variety or the corporate conglomerates where the parent is a nonfinancial 
company. There is a temptation to use that control to finance activities 
elsewhere that might not be controlled if there were arm's-length dealings 
with this financial institution. 


I recognize that a number of firms have set up Chinese wall schemes to 
prevent or discourage self-dealing. I have yet to see one that made any sense. 
There is a serious concern about self-dealing. The 10 per cent ownership 
provisions of the Bank Act would be commendable to most other enabling 
legislation for financial intermediaries, but I would want to leave room for 
the captive insurance company that is not raising any premium money from 
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anybody other than the parent and to the captive finance subsidiary that is 
presumably dealing at arm's length with the commercial paper market. 


Mr. Haggerty: Can I interject a question at this point? Are you 
suggesting the 10 per cent ownership as it relates to banking institutions in 
Canada should also apply to trust companies? 


Dr. Quirin: I am suggesting that it would be desirable, if we can 
somehow approach that. I realize it is possible to own more and behave 
perfectly honourably. I am sure that is the situation in most cases. We have 
in this province, in Alberta and in British Columbia--at least that I know 
of--provincially chartered organizations in the trust and loan company field 
that have been effectively exploited by owners. 


Mr.-Haggerty: Have you drawn any comparison with banking 
institutions in the United States that might be similar to what the trust 
companies have here, where you have perhaps one owner of a bank? I do not have 
to tell you the problems they are running into at present in the United States 
where you have smaller banks that are individually owned, maybe family owned 
or controlled, running into difficulties. 


Dr. Quirin: There have been problems. I had a relative who owned a 
bank in the United States and who got into all sorts of trouble. It is a 
danger. We have seen too many examples where costs have been imposed either on 
the depositors, or more recently on the Canada Deposit Insurance Corp., as a 
consequence of concentrated ownership where somebody would be in a position to 
control one of these institutions and to use or abuse it. 


Mr. Haggerty: You are suggesting that by backing the CDIC and the 
program that is available, you perhaps get some sloppy management at some of 
the trust companies. I am thinking in particular of the one that went under in 
the Niagara region. 


Dr. Quirin: I have heard of some of those. 1 would not want to pick 
them. You can get sloppy management in chartered banks. We have had some more 
recent examples of that as well. Some degree of broad public ownership is 
preferable; let us put it that way. If you have broad public ownership and a 
board of directors representing that ownership which is doing its job, it 
would be very difficult to get the degree essentially of looting of corporate 
treasuries that has gone on in some of these cases. 


Mr: Haggerty: If we look at the comments presented to us yesterday 
by Mr. Cornelissen of Royal Trustco, he indicated that without the security of 
10 per cent of the pension funds related to the $5 billion they have access 
to, they would not be as healthy as some of the banks, not if you were to 
remove that. 

Miss Stephenson: He did not say that. 


Mr.-Haggerty: I interpreted it as that. He was talking about the $5 
billion they had access to. 


Miss Stephenson: No, they do not have access to it. 
Mr. Haggerty: I thought he said they had 10 per cent of the-- 


Miss Stephenson: No, they do not. They manage it. 
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Mr. Haggerty: If they manage it, they have access to it. Let us not 
get nechnical about it. 


Miss Stephenson: It is not the kind of access that I think you are 
talking about. 


Mr. Haggerty: I do not know. I am trying to get some information. If 
these pension funds were not available, would they be as healthy or would they 
have been able to do the things they have accomplished in the areas of-- 


Dr. Quirin: Their ability to be involved in the management of 
pension funds has increased their strength as institutions, I think 
unfortunately. I do not include Royal Trustco in this category, but some of 


the smaller institutions have taken their management of pension funds and 


turned it into access. They have used their management powers to access 
pension funds and invest them in other activities in which they were involved 
that did not turn out too well. 


Miss Stephenson: Repeatedly-- 


Mr. Chairman: is this a supplementary? 


Miss Stephenson: It is in this area and it is supplementary to the 
statement the professor made that there is a direct relationship between 


effective management of a financial institution and a major shareholder. We 
heard that a major shareholder had to be considerably or significantly beyond 
10 per cent, that 10 per cent did not give you enough motivation or enough 
greed, not really greed but concern, about what was happening to your own 
investment. 


Mr. Foulds: we are going to turn you into a raving socialist. 


Miss Stephenson: This is the kind of--raving, no; the raving 
socialists are in that party. 


Mr. Morin-Strom: A calm one. 
Mr.-Foulds: We will take you as a calm one. 


Miss Stephenson: This was the argument that we heard, that you had 
to have major shareholders to ensure there would be effective management. It 
appears that the broadly held company and effective management are mutually 
exclusive. 


Dr.-Quirin: I find it difficult to believe that. In most of the 
industrial sector, we have broad ownership and that has not really affected 
the ingenuity of management. 


Miss Stephenson: Sometimes where we had major shareholders, they 
have built the company badly. 


pe ue Sometimes we have had major shareholders who went to 
sleep on the job. 


Mr. Foulds: We should let our presenter complete his presentation. 1 
have some on the previous section as well. 


Dr. Quirin: Okay. The only observation I have on that point is that 
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the chartered banks have lived with this rule. I find it very hard to infer 
fron anything I can observe in their behaviour that the chartered banks are 
worse run than the trust companies. If the trust companies were as well served 
as the better served of the chartered banks--I could say the 
Toronto-Dominion--they would do very well indeed. I do not think it has 
anything to do with the existence of a majority shareholder. There is some 
statistical evidence on the industrial sector in the United States in general 
that tends to suggest that having a block of major shareholders in the 20 per 
cent range can perhaps be helpful. 


Mr; Foulds: Twenty per cent? 
Dr. Quirin: I would not want to go much beyond 20 per cent. 


There have been some suggestions that any control over the distribution 
of ownership that discriminates against potential industrial owners of 
financial institutions is unfair because it is at least conceptually possible 
for the financial institution owning an industrial corporation to mismanage it 
for the benefit of the financial institution. That is relatively much more 
difficult because the assets of an industrial corporation tend to be of 
distinctly dedicated character that cannot be translated to somebody else. It 
is a problem once you deal with money. It tends to be very liquid. 


15:00 
Mr. Foulds: It is a movable feast. 


Pr. Quirin: Yes. the other thing I will note is that in looking at 
the upper left-hand corner of that, one of the areas besides trust companies 
where you have seen significant increases in market concentration has been in 
the stockbroker-investment dealer-merchant bank or whatever you want to call 
it sector, where the number of firms is way down from what it was 40, 30, 20 
or 10 years ago. 


It is not altogether clear what this results from. It may result from 
nothing more than the consequences of the computer revolution and the need for 
firms in those industries to have minimum computerized bases before they can 
operate which have created certain economies of scale. It may be nothing more 
than that. 


The other thing I note is that we have had some movement by the 
chartered banks into this area. They have always been active in the bond 
market in the sense that they function as a bond underwriter to some degree, 
and most of them have been quite willing to take orders to buy and sell any 
kind of securities and pass them on through a broker so that you have to pay 
two fees. More recently we have seen one of them enter the discount brokerage 
end of the business, and there is some thrust for them to come into the 
commercial-underwriting end of the business to some degree. 


We have seen the same things in the United States, where participation 
of commercial banks in the investment-banking business has been prohibited 
since the early 1930s. If I look abroad to Germany or to Japan or France, I 
find that these two functions are merged. ; 


I look at the Canadian sector becoming more concentrated. There has been 
some question in my mind about the viability of the Canadian sector in the 
presence of international competition and whether it may be sensible to open 
up the sector to the chartered banks in the full realization that the 
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chartered banks entering it will probably gobble up everybody that is there, 
with maybe one or two exceptions. 


A reason for doing this would be to ensure a continued Canadian presence 
in this industry. There is a sense in which the Toronto capital market is an 
offshoot of the New York market, and there is a sense in which it really is 
the same market. The concern I would have is that there be a Canadian presence 
in this field. I would rather see that presence be Canadian banks, 
Canadian-owned, or Canadian trust companies, Canadian-owned, operating in this 
sector in the same manner as banks in Japan, Germany or France, than see the 
participants be subsidiaries of US brokerage firms. I have no particular 
quarrel with Merrill Lynch, but I would not want to see it be the wave of the 
future as far as our capital markets are concerned. It is important that if we 
want to have the domestic capital market, we have institutions in it that do 
something other than function as originators of business for New York or for 
London for that matter. 


Mr. Foulds: In other words, branch plants would not be a 
particularly good thing in your view. 


Dr. Quirin: I do not think it is a particularly good thing if we 
want to preserve a capital market. There are reasons for preserving a capital 
market that relate to the structure of the industry in general, and also 
relate to the viability of macroeconomic policy in the country. If we lose the 
domestic capital market, it seems to me we lose domestically generated 
interest rates. These are a useful tool for policy makers and it is important 
to keep a capital market for that reason. 


Mr. Chairman: Are you finished? 


Br. Quirin: Yes, I think go. 


Mr. Foulds: I would like to go back to the first part of the 
presentation for a moment. We heard this morning--I do not think I am 
misinterpreting our witness--Mr. Eyton indicate his view that one of the 
reasons the Continental experience was a successful conversion was that there 
was a major shareholder. 


Miss-Stephenson: It was also because they had been able to plough in 
a huge amount of money when it was necessary. 


Mr. Foulds: To stabilize. What is your comment on that view? 


Br. Quirin: I am not sure of the shareholder structure of the 
finance company that preceded the bank. I do not recall the precise structure 
of that. I would view a banking subsidiary created in the process of a 
conversion to be an exception to the rule. 


Miss Stephenson: Could I just get this straight about the birth of 
the Continental Bank which arose from the two parents, one parent being the 
major shareholder who had bought into what they considered to be a finance 
company which was the combination of IAC and Niagara, was it not? 


Mr. Foulds: Yes. 
Miss Stephenson: They were major shareholders in that. Then when the 


conversion was announced, they were not enthusiastic participants but were 
persuaded to stay in by the federal government. 
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Mr. Foulds: By the regulators. 


Miss Stephenson: By the regulators. It was the federal 
regulators--that was the statement--who persuaded them to stay at the same 
level in spite of the legislation. 


Dr.-Quirin: The only other point I would raise is that it was only 
in 196/ that we did away with double liability on bank shares in this country. 
They performed some of that same function in the early period of some banks, 
providing the ability to call on shareholders for more contributions. 


Mr. Foulds: You indicated that the trust companies, at least in the 
retail end, have been the most successful challengers to the chartered banks. 
Do you know if that is true in Saskatchewan as well or, because of the firmer 
tradition of the co-operative movement, whether the credit unions may have 
served that function in Saskatchewan? 


Dr. Quirin: I am not sure of the precise function. I know there are 
a lot more credit unions in Saskatchewan than there are here and there are a 
lot more in British Columbia than here. I used to work for one of them in BC. 
It certainly played a role in that direction. 


Mr. Foulds: From previous testimony or something in this committee, 
my understanding is that it was the credit unions that first introduced the 
whole business of the computerized bank; you could get a card to get your 
money out of a slot. 


Dr. Quirin: I am not sure. 
Inter jection: Someone did say that. 


Miss-Stephenson: One of the financial institution ministry 
representatives who was here said that. 


Mr.-Foulds: You indicated that--it is too tempting for me to pass 
by--there had been at least one example, if not more, of sloppy management of 
the Canadian chartered banks. Do you want to name names? 


Dr. Quirin: No. 


Mr: Barlow: Do you think it is your bank manager? 
Mr. Foulds: It is certainly not my bank manager. 


Dr.-Quirin: I would think, without naming any others, that the 
Canadian Commercial Bank situation was--I do not believe you can run a 
Canadian chartered bank from Santa Barbara, tempting as it may be. I was 
living in Santa Barbara at the time. That was certainly sloppy management. 
There are some cases of sloppy management in bigger institutions which are no 
longer independent institutions. I do not think any of those mergers that have 
taken place since the war were caused by anything other than one of the 
parties getting into trouble. 


15:10 


Mr: Foulds: That includes the original merger of the 
Toronto-Dominion Bank? 
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Dr.-Quirin: Probably. 
Mr. Chairman: If the shoe fits, wear it. 
Miss-Stephenson: It was in trouble. 
Mr.-Foulds: Yes. 
Drv Odirin: Yes: 


Mr.-Foulds: Okay, but now you use the Toronto-Dominion as one of the 
best examples of a well-managed-- 


Dr. -Quirin: In my view it is, yes--and I am not even a customer. 


Mr.-Foulds: I had one other question and I cannot seem to find it. I 
will pass at the moment. 


Mr. Chairman: Miss Stephenson, Mr. McFadden and Mr. Ferraro. 


Miss Stephenson: As a matter of fact, I had interrupted with my 
question. I have another, but I will let someone else go ahead. 


Mr: MeFadden: I have a question vis-a-vis some testimony we received 
yesterday from the chairman of the Ontario Securities Commission, Mr. Beck, 
whom you may know--a colleague in academia. He made the point with us that, in 
actual fact, we have as competitive a financial market today as we have ever 
had in history, and perhaps more so, because not only do we have the chartered 
banks on a fairly large size but also the trust companies have now entered and 
so on. Actually, we in Canada have a competitive financial market. 


He said this was a desirable thing in view of the fact that things are 
internationalizing in the capital markets and in the financial markets more 
generally, and in order for Canada to keep pace and keep growing--essentially, 
to remain in the race, I guess you could say--we need these large, competitive 
institutions, which not only can operate in Canada but also can cope with 
world competition. Would you agree with that observation? 


Dr.-Quirin: In general, yes. The important thing in our competition 
is to keep spreads narrow. This probably means institutions that, if there are 
economies of scale, are big enough to live on a narrower spread. I have the 
impression--it is very hard to quantify--that spreads are a lot narrower today 
than they were, say, 35 years ago, which is about the time my first-hand 
banking experience ended. It is a much tougher marketplace, the spreads are 
narrow and that is all to the good from the point of view of the users in all 
respects, because it is a factor that affects international competitiveness 
and one with which we do not want to handicap ourselves. 


Mr. MeFadden: May I ask you another question with regard to the 
financial integrity of institutions? You have talked about the steady blurring 
between banks and trust companies. One of the points that was made yesterday, 
and I actually got some additional information on it today separately from 
this committee, is that the trust companies, in terms of their loss ratios, 
have a considerably better record than the banks. We heard the figure that it 
is maybe as much as five or seven times better than that of the banks. 


I am curious whether you as an observer, certainly as an expert 
observer, can comment one way or the other on this. I do not know whether you 
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have even done a review of it, but the point has been made to us that the 
trust company sector--notwithstanding Greymac, Seaway and the problem with 
Crown Trust towards the end of its life in 1983--has been well managed 
vis-a-vis the banks. 


Dr. Quirin: I do not know whether it has been well managed vis-a-vis 
the banks or not. The thing is that the loan experience of the trust companies 
has been confined basically to the mortgage lending market and to consumer 
loans, and its experience on that has been, as far as I know, as good as or 
better than that of the banks. The banks have been heavily involved in 
commercial lending to a degree that the trust companies have not. The 
experience in commercial lending has been less favourable than it has been in 
the consumer lending field. It is the banks and not the trust companies that 
have lent money to a variety of oil producers anywhere from Alberta to Saudi 
Arabia and everywhere else, from Poland to Mexico to Latin America. Those are 
chartered bank decisions that I will not criticize, but certainly that kind of 
lending is much more risky than that engaged in by the trust companies, and 1 
think the experience has been that it has been worse. 


Mr. McFadden: Have you any figures on the total capitalization of 
the chartered banks right now? I am not trying to put you on the spot. 


Dr: Quirin: I do not have any with me. 


Mr.-McFadden: A figure that I was given today--and I have not had 
this independently verified--indicated that over the past 10 years the 
chartered banks, as a group, have written off $22 billion in bad debts. That 
includes Canada and the world. I am curious to know the capitalization of the 
banks. It might well be in excess of that, but the figure I have been given is 
$22 billion. 


Br. Quirin: I do not have that. 

Mr. Morin-Strom: Over how long? 

Mr.-McFadden: Over the past 10 years. 

Mr:-Chairman: I am curious about your source. 

Mr.-McFadden: It is one of the major investment houses downtown. 


Surely, this is on the public record somewhere, if we bothered to 
research it. It would be interesting to compare the loan losses of the 
chartered banks with those of the trust companies under provincial 
administration, and take a look at them. 


We are talking about financial integrity, which is our main focus. It 
has been suggested to us that is the focus of the province under the new 
legislation and, presumably, over the past number of years. Given the federal 
regulatory regime and ownership and management requirements, I am interested 
to know how all these sums fit and how any loan losses that relate to 
capitalization were compensated for. That seems to me to be a fairly 
significant number, but maybe in the context of their total borrowing 
operations, it is a small amount. 


Mr.-Chairman: It is about $1,000 per year per person for every man, 
woman and child in Canada. 
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Mr. McFadden: Yes. I am curious whether you have seen that figure. 
Br. Quirin: I have not seen that figure. 
Mr. Chairman: They have never written off any of mine. 


Dr.-Quirin: There have been fairly large sums. I would not think 
they would be quite that large, but I may be mistaken. 


Mr. McFadden: Perhaps I will give our researcher the information. 
Mr. Bond: I will check with the Canadian Bankers’ Association. 


Mr: McFadden: I can give you the name of the person who gave me the 
information, and you might see where it came from. 


Mr.-Morin-Strom: Each of the banks is managing capital in the range 
of $50 billion and $100 billion. The Royal is in the area of the $100-billion 
figure, and I think the smallest, Toronto-Dominion, is more than $50 billion. 


Mr:-McFadden: Those are assets. 
Mr. Morin-Strom: Those are total assets and total liabilities. 
Mr. McFadden: Administered. 


Mr: McFadden: I am talking about capitalization. It is considerably 
less than that. 


Mr: Morin-Strom: That is something different, but if you are talking 
about bad debts, if you are talking about $50 billion to $100 billion in 
liabilities that they have out at any one time-- 


Mr.-McFadden: The $22 billion may not be that large. I am curious to 
know how it all fits together. 


Mr. Chairman: I corrected that; it is $100 a year per person. That 
is not so bad. 


Miss Stephenson: The other thing that is important about that is how 
it compares with the same experience of similar lenders in other lending 
countries. 


Dr.-Quirin: There is a danger if we compare it with the trust 
companies-- 


Miss Stephenson: We cannot. 


Dr:-Quirin: --because of the difference in the character of the loan 
portfolios. As I said, they are overlapping blobs, but they are not identical 
blobs. The experience of the major United States money centre banks in those 
markets has been no better and probably worse than that of Canadian banks, 
because of their heavier involvement. 


Miss-Stephenson: How about the British banks? 


Mr.-Haggerty: But you said real estate and property. If you happen 
to make a bad loan in that area, the mortgage is called in and the property is 
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put up for resale. They can sell it over and over again and always show it as 
a profit on the other side of the ledger. 


Pr. Quirin: There was a theory that they could do the same thing in 
the oil industry. 


Mr.-Haggerty: Six per cent every time is a good profit. 


Miss Stephenson: They can, but it is not quite so immediate. It may 
take only a century. 


Mr. Foulds: Or a millenium. I think it is worth having our research 
people investigate this. Going from a very faulty memory, 1 recall one time 
when I was in Minneapolis on a weekend watching some baseball games--because 
it is closer than Toronto and the Blue Jays were playing--I happened to read a 
story in the Minneapolis papers about the international debts incurred by 
banks. I believe they specifically mentioned the Bank of Montreal and its 
debts in Mexico and Brazil. They were very large, as I remember it. 


15:20 


Miss-Stephenson: Very large, yes. 


Mr. Foulds: I remember the figures quoted being very large indeed. 
As a customer, 1 took note. So it might be very well worth tracing this down. 


Mr. McFadden: Where it is relevant here is that for purposes of the 
depositor--and I know the trust companies are anxious to get into a lot of 
areas and I do not see any reason to hold them down--it is just that very 
clearly, we do not want to prejudice the security of the depositors or rum any 
further risk than necessary for the Canada Deposit Insurance Corp. by amending 
the law in a way that will impair the companies. It will put attractions there 
that otherwise could impair them, since the banks seem to be in it anyway. It 
would be worth looking at. 


I was startled by the figure, but then I was not sure of the context in 
which it came. We would have to look at the context and say it may be a fairly 
average sort of figure, given the asset based on the amount of business that 
is going on. Perhaps that is something we might have a look at. 


Mr: Chairman: Have you any more questions, Mr. McFadden? 
Mr.-MeFadden: No, thank you. 


Mr. Ferraro: Professor, carrying along the lines of my colleague's 
concerns and questions, I think it almost begs a question. Do you think in the 
spirit where we have regulation for trust companies and co-ops, there should 
be some regulation of the amount of non-Canadian investment a trust company 
can make on foreign soil? 


Dr. Quirin: I do not really see anything wrong with an international 
banking presence, if you like, headquartered in Canada. I guess that is really 
what we are talking about. At one time Royal Trust had a presence in the 
banking business in Florida, but I do not think it does any more. 

Mr. Ferraro: No, it does not. 


Dr. Quirin: I do not think there is anything wrong with that sort of 


F-21 


thing. It adds some degree of diversification to the portfolio of the 
institution if it is capable and does not do anything to hurt the security of 
the depositor particularly. 


Mr.-Ferraro: You would almost think, if the major banks are making 
investments--and let me use the example--in Mexico or Poland, that there is 
some agreement or insurance from the federal govermment if the trust companies 
were in a position and they are growing--look at some of the larger ones--to 
make that kind of investment. Would you agree that should be mandatory? 


Dr. Quirin: No, it should not be mandatory. If they want, they 
should be able to do it. We are talking about two kinds of investments. One is 
the ownership of foreign subsidiaries and involvement in the business 
elsewhere. Historically Canadian banks have, in their foreign operations, 
maintained foreign loans roughly in balance with foreign deposits. When you 
get an extreme situation, as happened in Cuba, where the assets are 
nationalized, basically they shed liabilities as fast as they shed assets so 
the operation in the rest of the world is unimpaired, except for the loss of a 
slight amount of earnings. But the amount of capital employed is also reduced 
so it does not even affect the capital employed very much. 


That is a far different matter from lending money to Argentina, Mexico 
or Brazil, or some of the oil company situations we have seen internationally. 
In some cases you are lending money raised from Canadian depositors, or maybe 
depositors in the United States, but certainly from depositors in North 
America for deposit in another continent in another currency, into a political 
situation Canadians probably do not understand any better than the Americans 
‘a The American banks get clipped as well. I think that is a fairly high-risk 

usiness. 


There is an awful lot of evidence about the foreign bond issues by 
American underwriters during the 1920s and up over the preceding 50 years. 
They were just a disaster area. I would not object to having foreign branches. 
I do not mind if we want to set up branches in Brazil, take deposits and hold 
assets down there equivalent to the deposits they raise locally, but 1 am 
concerned about raising funds here and lending them in Brazil because that is 
a different matter. 


Mr:-Ferraro: Let me ask another question in a different vein. I know 
that at one time the Bank of Montreal owned 10 per cent of Royal Trust, and 
indeed the Toronto-Dominion Bank owned a piece of Canada Permanent. I do not 
know whether it still does. 


Dr. Quirin: The Canadian Imperial Bank of Conmerce owned part of 
National Trust and the Royal Bank owned part of Montreal Trust. 


Mr: Ferraro: Is there a problem with that? 


Dr. Quirin: It was appropriate to the time when it took place. Those 
institutions have outgrown the need for that kind of mutual support, and it is 
better to have them compete with one another. 


Mr.-Chairman: They have complementary services. 
Dr. Quirin: At one time they were complementary services and they 


_ did not overlap. 
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Mr. Ferraro: There is still some overlap today, because the banks 
will use trust companies for their registered retirement savings plans and 
trust companies essentially will use banks for their banking. In fact, Royal 
Trust uses the Bank of Montreal. 


Dr.-Quirin: Yes, a vestige of those relationships still exists; I do 
not think there is any question. 


Mr.-Ferraro: But you do not have any apprehension today about a bank 
owning 10 per cent of a trust company. 


Dr: Quirin: I do not mind its owning 10 per cent. I would be 
concerned if it owned half. 


Mr. Ferraro: Let me ask you a couple of basic questions that will 
probably take two courses for you to answer. We are concerned with the 
concentration of financial institutions in our sphere, and we are in the 
middle of a free trade debate. How do you react to a free trade agreement in 
the financial services sector? 


Dr. Quirin: With respect to the banking area, I do not think there 
would be a terrible problem. The institutions we have are big and strong; they 
can compete effectively. I would be less concerned about it there than in same 
manufacturing sectors, certainly. Many of the Canadian banks do operate in the 
United States to the extent that they are allowed to do so by US law, which is 
very-- 


Mr:-Ferraro: Stringent. 


Dr. Quirin: --restrictive in terms of where they can operate. CIBC 
had a subsidiary in California that was a very effective participant in that 
market. 


Mr. Ferraro: The Bank of Montreal had one too. 


Br. Quirin: The Bank of Montreal owns Harris Bankcorp. I am not sure 
we do not really have it even without an agreement, except that we have the 
constraints on the schedule B banks. 


Mr. Ferraro: I hope my colleague Dr. Stephenson pursues her question 
about major shareholders and the effectiveness of directors. My final question 
is, what general advice or direction would you give people in this room, the 
government of Ontario, for dealing with corporate concentration in the 
financial sector? 


Br guirin: The advice I have is, do not be too concerned with it in 
any individual market. Be concerned with it perhaps in the overall financial 
sector, but use the opportunity you have to expand the presence of strong 
institutions into adjacent parts of the marketplace so that we get more 
competition all around, without necessarily any reduction in measured 
concentration but with a real increase in actual competition. 


Mr.-Feulds: When you say that, do you mean increased competition 
within what are traditionally called the four pillars, or across the four | 
pillars? 


Br: Quirin: Across the pillars. 
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Miss Stephenson: Between. 
Dr. Quirin: Between. 


Mr. Foulds: We are talking the same language. 


Miss Stephenson: One of the factors that seems to be emerging in all 
of this is the role of the director in a financial institution of any sort in 
terms of the responsibilities he assumes. I am beginning to gather that there 
has been an overwhelming concern on the part of the directors--and 1 may be 
entirely wrong--for the health of the institution per se and the welfare of 
the shareholders and, for many, there has been precious little concern about 
the general health of the depositors or of those who use the institutions. 
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My concern primarily is about the ways in which the role of the director 
can be defined or delineated and whether there can be some type of structure 
or organization--I do not know what--that will ensure the three 
responsibilities as I perceive them, and there may be even more. Certainly the 
financial integrity of the institution is absolutely essential if it is going 
to survive. The shareholders have to have some attention paid to them; 
otherwise, the integrity, or at least a considerable part of it, will be gone. 
The depositors have to have some type of security as well. I do not think we 
can depend only on the taxpayers of Canada to ensure that this concern is met 
in the rare circumstance where something goes belly up and we have to provide 
funds. There has to be a day-to-day concern. How do you do that? 


Dr. Quirin: It comes back to management. In my recollection, the 
involvement of the taxpayers through the Canada Deposit Insurance Corp. arose 
because of a concern over same of the trust companies in the early 1960s and 
over their ability to meet their obligations. I have a concern--we will take 
the banks as an extreme example--that there are too many decorative boards of 
directors that have a large number of people who would refuse responsibility 
if they had any at all because there are so many. 


Miss Stephenson: Do they do anything? 


Br: Quirin: It is difficult to perceive just what they do, if 
anything. They are there to fire the president, and they may have to do that 
only every 20 years. As long as they do it in time, it may be worth paying 
them for the 20 years. 


Miss Stephenson: There have been a couple of times where they did 
not do it in time. 


Dr.-Quirin: The problem with that fumction is that, at the same 
time, they typically get appointed by the present president, and it takes a 
great degree of public concern to take further steps at the expense of the 
person who appointed you. Therein lies the problem. 


Miss-Stephensen: It is inbreeding within the banks, but are there 
mechanisms that can be put in place to resolve that difficulty? 


Dr. Quirin: I wish I knew of any. One obvious answer is to increase 
the potential liability of directors. There are enough firms having problems 
getting insurance for directors’ liability as it is, and if you do not have 
insurance, you will not get any directors. I do not think it does anything 
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except to dump it onto an insurance company. The insurance market is already 
over loaded. 


Perhaps one could move in the direction of saying that there is some 
fraction of the board that is in fact elected by the depositors. There is 
certainly a precedent for this in situations where preferred shareholders in a 
number of corporations elect a certain portion of their board umder certain 
circumstances. This is really an extension of that to say that some of them 
should be elected by the depositors. I do not think it would drastically upset 
our way of life if some of them were elected that way as opposed to being 
elected by the shareholders on the advice of management. 


Miss-Stephenson: You are really saying that you have to have a 
radical change in the way in which the totality of directors is elected to 
resolve anything. Is there anything that can be done with the current way in 
which it is done? 


Pr. Quirin: Other than to change the liability of directors, I do 
not think so. 


Mr.-Morin-Strem: May I just pursue a point on that? It seems to me 
that the problem the boards of the banks have is that a lot of the directors 
are the chief executive officers or key officers of companies to which they 
lend money. If you took a look at the board, you would find a remarkable 
relationship between that. You would seldom, if ever, find on a board somebody 
from a company to which the bank does not lend money and which deals with a 
competitive bank. 


One of the ways I think you could do it would be to require either that 
none of those people could be on the board or that a fixed amount be set so 
that a director or other officeholder of a company with which the bank does 
business cannot hold office. 


Dr.-Quirin: It would be useful to restrict the number of seats on 
the board so that they could not be. You are right. There is a propensity for 
bank boards to be honorariums extended to good customers. 


Mr.-MeFadden: In fairness, there are a lot of directors who do not 
Pit that bill: 


Br. Quirin: There are some who very clearly do, and it seems to me 
that it would be appropriate to discourage that. The other thing that would be 
useful would be to go back to the requirement that the directors own a 
significant number of shares. There are some very small shareholders among 
Canadian bank directors, as far as I know. 


Mr. Haggerty: Just to follow on that point, should that not also 
apply further than that, though? Say that you get a director who is also head 
officer in a company. Should it not also apply to government appointments? For 
example, for years the Senate has been a club for chief financial people in 
Canada, businessmen in Canada. In the long rum they have had some influence on 
legislation benefiting their particular interest in a corporation. Go back and 
look at the numbers who wanted to be appointed to the Senate for that reason. 
Some have not been successful, but others have been, and they still carry 
that. What I am driving at is that there is a conflict of interest. 


If you follow it through, we are talking about the power structure and 
the conflict of interest within the sector. It also applies that they move 
into the government side too. 
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Dr. Quirin: It does, potentially. There have been some very blatant 
cases on the Senate conmittee on banking, without naming any names. 


Miss Stephenson: But when they were dealing with drug distribution 
and those problems, the Senate committee on banking was really quite 
independent. It was very good. 


Dr; Quirin: Yes. The Senate is very capable of putting those things 
behind it. I do not want to condemn the Senate and, for the record, I am sure 
that the bank directors are very careful to declare conflict of interest where 
loans to their own companies are involved. Beyond that, you have a problem 
with log-rolling. 


Miss Stephenson: What you are really saying is that there is an 
insufficent number of truly independent directors. 


Dr: Quirin: I think that is a problem. 


Miss-Stephenson: If that is a problem for banks, then surely it must 
be a problem in other financial institutions as well. 


Dr: Quirin: It is a problem in all financial institutions. I am not 
sure there is not a problem across industry generally. It was clear from my 
discussions with people who are concerned with the director problem that they 
have problems finding people. 


Miss Stephenson: Do they look very hard? 
Dr.-Quirin: Some do. 


Mr.-Morin-Strom: I want to pursue a similar point. I am particularly 
interested in the aspect of responsibility towards the owners versus 
responsibility to depositors, which is particularly distinctive of financial 
institutions compared to industrial corporations or most other sectors of the 
economy. 


There is an obvious responsibility in the management of a financial 
institution. I would think that, first and foremost, the government wants to 
have assurances that a financial institution is being managed in the best 
interests of the depositors, over and above the shareholders. In the vast 
majority of cases--and I am talking about the average citizens--the depositors 
are not looking at their money in a bank or trust company as an investment; 
they are looking at it as savings, and they go in with a perspective that 
there is absolute security for that. 


About banks, you seem to be saying the directors are an issue, but in 
some sense they are not an issue, because the control and the decision-making, 
the power, is not in the hands of the directors; the power in terms of the 
management of that institution is in the hands of the chief executive officer 
or senior executives. 


15:40 
Do you have confidence that the banking system is particularly good in 


the sense that those who do have the power in the running of that institution 
are ensuring the absolute security of the holdings? 
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Dr. Quirin: They are very conscious of the need to look at the 
absolute security of those holdings. You are quite right that the management 
is in the hands of the professional managers and not in the hands of the 
board. To go back to what I said earlier, the full board exists basically to 
fire the president if that becomes necessary. If it does not do anything else 
and it does that promptly when the need appears, it has earned its pay. It is 
an oversight function rather than an active involvement in management. 


As far as I know, the managements of banks and of trust companies are 
all quite concerned with the safety of the depositors. They are uniquely 
different from the industrial company situation in the extent to which they 
rely on borrowed as opposed to equity funds. If you look at the typical 
industrial, it may have bonds outstanding; it does have a trustee; it has 
someone who is looking after the interests of the lenders. He is not on the 
board, but he is watching, he is paying attention to it. The amount of 
borrowed funds that is being used is relatively small compared to that of the 
average financial institution. 


In the case of financial institutions, we have not pursued government 
structures that give any particular recognition to that fact. We have pursued 
government structures that are those of the joint stock company without any 
particular differentiation. The management is certainly aware of it, and I 
think fairly keenly so in the case of the banks. 


In some smaller institutions from time to time they get management that 
has an enmpire-building notion that it would like to be X per cent larger than 
it is, and to become so, it does several things. It invites deposits at rates 
of interest that are better than those prevailing in the market generally in 
order to get more, and then it lends those funds at slightly higher interest 
rates to slightly more dubious credit risks than the rest of the market lends 
its money to. When you eventually have the combination of those two things, it 
leads to disaster. It is a very strong temptation. 


For example, 1 might see this big place across the street. It is a 
20-storey building, and mine is only five. If I can only do this and be 
manager of that, I can command a higher salary, more prestige in the community 
and so on. 


That often gets confounded with a bunch of things. It is confounded 
first with the notion that it is the customers and me against the banking 
monopoly, that myth of prairie fame, which I certainly grew up with in one 
bank in Alberta, the notion of banking monopoly. 


I say to myself that, generally, I am more generous to my depositors 
than that nasty bank down the street. 1 am giving customers a break. You get 
customers believing that and starting to throw money at this institution in 
local areas, and there are plenty of cases where this has happened. The first 
thing that happens is that if you lend that money prudently, you do not have 
any spread left to rum your institution, so you lend the money a little less 
prudently, and maybe a little more imprudently. Again, it is easy to dress 
yourself in the populist garb and say, "I am doing better for the borrowers 
than the banking monopoly, because I an letting them have money that the banks 
would not let them have.'' You have done those two things and you are a 
wonderful guy, and all of a sudden you have an institution that is failing. I 
think it happens. 


Mr. Morin-Strom: I would like to move a little further in a little 
different direction perhaps from what I was getting at first. I talked mainly 
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about the banks. As a depositor or general citizen, I feel I have faith in the 
banks, that there is absolute security in a savings account in one of Canada's 
chartered banks. I have far less security when it comes to a trust company 
which has one major owner. 


The point I want to get at concerns those people who are in control and 
who are making the decisions in the banks. If it is not the board of the 
directors, if it is the top managers, there is some feeling that because of a 
diverse ownership perhaps that may be a part of the reason why a very heavy 
focus is on the absolute long-term security of the institution and on the 
deposits within that institution. 


There is a very strong concern that when there is one family--the 
Belzbergs controlling First City Trust, the Reichmanns in Olympia and York 
Developments involved in Royal Trust, Jackman involved in E. L. Financial 
Corp. or the Eatons in Eaton Bay Trust. I do not have anywhere near the 
security that those institutions are secure in the long run. We have seen what 
can happen with major family holdings that are extremely powerful. The example 
I throw out is the Hunt brothers, one of the most powerful, most wealthy 
families in the world up to a few years ago, and their empire is tumbling all 
around them. Are the decisions that are being made in those trust companies 
first and foremost in the interest of the depositors or are they being made in 
the interest of those major shareholders? 


Dr. Quirin: When I look at the older, bigger trust companies I do 
not differentiate them from the banks particularly, but I agree with you. I 
would have concerns about depositing in some of the smaller, one-family loan 
trust companies. It is not that I have any particular concern over that 
individual family, it is just that the situation can change very fast. The 
Hunt situation changed. There is no difference in the United States with 
Rockefeller controlling the Chase bank at one stage and the Citibank at a 
later stage or the Mellon Bank in Philadelphia. I do not know if it is. 


Mr. Ferraro: Is that not only if you have over $60,000? 


Dr. Quirin: Yes. It is only if you have over $60,000, not that they 
do, I do not think. I am still obsessed with the habits acquired before we had 
deposit insurance, and I have never been aware of a time in which I could not 
have made a half per cent more by moving my savings account down the street to 
something, or other that I had never quite heard of, but that said it was a 
trust company, not necessarily in Ontario, but in other provinces, where I - 
grew up. I have always been somewhat hesitant to do it, for the very reasons 
you mention. I do not know who runs it. I know the Royal Bank or the Bank of 
Montreal or even the Continental and probably even the Bank of British 
Columbia are run by professional bank experts concerned to run it on a 
professional basis. 


They are not entrepreneurial people. This is an area where it seems to 
me that limited entrepreneurialism or fairly restricted entrepreneurialism is 
appropriate. They are, if you like, very experienced, very capable 
bureaucrats. They are responding to market pressures to the extent that there 
is competition in the marketplace, but they are not going out to innovate. 
There is nothing new to invent in banking other than differently shaped credit 
cards. Relatively speaking, the basic things that banks do are the same things 
they were doing 150 years ago. 


Miss Stephenson: One of the things that concerns me, which is 
something of a supplementary to Mr. Morin-Strom, is the fact that we all 
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appear to be seeking absolute security in whatever we do in the financial 
sector, and I an not sure we have any more absolute security in the financial 
sector or should expect it than we have in any other sector of our lives. We 
sure as hell do not have security in almost all the other sectors. You 
anticipate that you are going to be dealt with fairly and honestly and that is 
the kind of security that you need. 


15:50 


Dr. Quirin: It is all you can basically count on. I certainly am 
aware of a thrust in our society to look for absolute security. It is evident 
everywhere in private liability legislation from car insurance to banking. Il 
was raised as a kid on the notion that this country had not had a bank failure 
since the Home Bank in 1923 and that was good enough for everybody. It was not 
until you got the involvement of trust companies in the banking field that you 
had any need for deposit insurance. I do not think there was a chartered bank 
in this country that needed deposit insurance until 1985. 


Mr. Chairman: You still have security in the value of the dollar, 
though. 


Miss Stephenson: What security is that, old boy? You are not old 
enough to remember when a dollar was worth a dollar. 


Mr. Chairman: I have been seeing it slip. Supplementary to Dr. 
Morin-Strom’s question, do you see any change in the extent to which 
depositors are monitoring trust companies, etc. since it has been the case 
that governments have tended to bail them out even over and above $60,000? 


Dr. Quirin: I do not really see any change. There are not that many 
people with more than $60,000 anyway. You are seeing what you see in the 
United States, where I think deposits in savings and loans are still insured 
to the extent of $10,000. You find that there are institutions that operate 
basically on behalf of savers in certain parts of the country and you put 
$10,000 each in a string of 20 savings and loans, if you want to invest that 
much money, so that all of it will be insured, usually in California savings 
and loans which are a little peculiar relative to the rest of the country. 


You take your $200,000, put it in 20 savings and loans and you are 
insured for $10,000 in each of them and you do not have to bother with it. As 
long as you are insured, you are not going to bother assessing how solid the 
thing is. I have grave doubts as to the capability of more than two per cent 
of the investing public to make any reliable assessment of whether the thing 
is going to fail next year, even if we had more disclosure on balance sheets 
of financial institutions then we now have. 


Miss Stephenson: Do you think they can make an appropriate 
assessment of where they are going to be best served in terms of their 
requirements as individual depositors? 


Dr. Quirin: The thing that deposit insurance has done is it has 
taken out the safety factor, for better or for worse, and that really boils 
down to a question of convenience or, 'We will deal here because the bank 
manager is''-- 


Miss Stephenson: Friendly. 


Dr. Quirin: --""friendly and I know that if I want to buy a bigger 
car next year, he will give me a loan.'' Maybe that is what most people want. I 
do not know. 
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Mr. Chairman: Maybe they will give you a radio. 


Dr. Quirin: Or a solar-powered calculator that has been totally 
useless this summer. 


Mr. Chairman: Mr. Foulds remembers the question he forgot before. 


Mr. Foulds: I was interested in your early comments about the banks 
in Britain, I think you said, that moved into California. 


Dr. Quirin: Yes. 


Mr. Foulds: Then subsequently in your remarks I think you said Royal . 
Trust was fairly active in- 


Dr. Quirin: in’ Florida. 
Mr. Foulds: In Florida? 


Dr. Quirin: Yes. 


Mr. Ferraro: The second largest bank. 


Mr. Foulds: Can you explain why the British banks that are in most 
peoples’ views so traditionally staid moved into California? You said they 


were invited in. 


Dr. Quirin: One things is that there has been a trend to 
internationalization of financial markets generally. The other thing is that 
the ones that you find there are the clearing banks, the National Westminster, 
Barclays, Lloyds and so on. 


Mr. Foulds: The Midland? 


Dr. Quirin: The Midland, and that is it. They are all a rather major 
presence in California. With the growth in the city of London financial market 
in the postwar period, most of the clearing banks found themselves left out. 
The merchant bankers did all that business and they did not agree with the 
attempts of the clearing banks. The clearing banks basically looked for other 
fields to conquer and that is why they are in the US. You will find the Hong 
Kong and Shanghai Banking Corp., which is another British bank, having major 
investments in Buffalo. 


Mr. Chairman: Are there any other questions? 


Thank you very much, sir. Obviously, the committee has been very 
interested in your views. 


Miss Stephenson: It has been most instructive. 


Mr. Chairman: It has been very instructive, yes. 1 appreciate it 
very much. 


We will adjourn until Tuesday next. 


The committee adjourned at 3:57 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 
STANDING COMMITEE ON FINANCE AND ECONOMIC AFFAIRS 


Tuesday, September 30, 1986 
The committee commenced at 10:05 a.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


Mr. Chairman: Good morning. This morning we have Hal 
Jackman wifh us. ~ 


eM Mr. Jackman, we appreciate your coming this morning. | 
indicated before we started, we are really just probing into what to 
many of us is the very mystical world of high finance, and we 
appreciate anything you can tell us that would be of assistance. 


| see you have a prepared report. Perhaps you can briefly 
lead us through the highlights of that. 


Mr. Jackman: Thank you, Mr. Chairman. 


_| thought | should perhaps briefly comment on--which | 
gather is the subject of this Committee--the question of the 
concentration of the financial services industry, and then talk about 
ownership limitations and self-dealing, and then perhaps a few words 
about my own Seales And | have handed out a Suey of my 
remarks, but | would like--perhaps the members might like to refer 
to a table that is on page 2 of my remarks. 


The Financial Post survey--once a year, the Financial Post 
ee out a book, this book here. It comes out in the summer, and it is 
he "Financial Post 500," which is the top 500 companies in Canada. 
It ranks them by size, based on sales, based on assets. It also ranks 
the top 100 financial institutions, based on size of assets, and the 
100--| have broken down the 100 largest financial institutions, 
which range from the BIoBey being the Royal Bank of Canada with 
something like $96 billion of assets, to the 100th. financial 
institution, which is a company, an Italian--a small foreign Italian 
bank in Canada with assets of less than one-third of a billion. 


And you can see from this table, breaking them down into 
five categories: the widely-held institutions, which are primarily the 
large Schedule A banks; the foreign-controlled institutions, which are 
primarily foreign-controlled banks; and then there are--of the 100 
Institutions, there are 8 government-owned institutions; there are 18 
co-operatives and credit unions; and only 18 out of the 100 are 
Canadian-owned, closely-held financial institutions where a single 
peor shareholder or a group of controlling shareholders can be 
identified. 


Breaking them down by assets, the widely-held companies, 
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which of course include the large banks, control $413 billion out of a 
total of $613 billion. The closely-held companies, which is the last 
See 6 control $48 billion, or only 7.8 per cent of the total 
financial assets in the system. 


So that figure, | think, is significant. So that if you add up 
all of the total assets of all of the closely-held financial institutions 
in Canada, they do not total the assets of any single one of the five 
largest banks. So that any discussion of concentration of power in 
the financial system in Canada must be viewed in how the others 
relate to the predominance of power within the banking system, and 
particularly the five large banks in Canada. | 


_ Now, there are a lot of historic reasons, that | do not want 
to get into, why we have so few large banks in Canada. In the United 
States, of course, they have a very different system with, | think, 
something like 17,000 banks. .| would point out, though, that in our 
opinion Canadians may have paid a steep price in accepting such a high 
degree of concentration in our banking system. Large banks have 
tended to mean large loans to a few large borrowers, and may have 
contributed to the concentration of corporate power in the 
non-financial sector of this country. 


Similarly, a perceived feeling that regional interests have 
not been served Y the large banks with their head offices in Montreal 
or Toronto has led to the growth of the credit union and co-operative 
movement, which is much sioner in this pou than in the United 
States. Provincial governments, which have fended to be more 
conscious of provincial and regional needs, have encouraged the 
qe of trust and loan companies, where it was perceived that 

ecision-making would be closer to the region involved. And thus, we 
have seen in recent years the proliferation of trust companies, most 
of whom have been provincially chartered. 


Now, on the question of ownership and self-dealing, | would 
be happy to answer any questions on whether--you know, should 
financial institutions be controlled by one shareholder or a few 
shareholders, should there be a 10 per cent share limitation. This 
subject has been debated ad nauseam in the last four or five years. 


|_ think at one point the bankers--certainly the former 
Inspector General of Banks, Mr. Kennett, who has since retired, took 
the position that all failures were caused by bad owners. That was an 
article of faith. Since then, of course, even the bankers have had to 
back away. | see in the paper today another eee S bank appears 
to have failed and will be taken over or put together with some other 
financial institution. 


| mention in this brief that the Federal Superintendent of 
Insurance, Mr. Hammond, has reported to the House of Commons 
committee similar to this one outlining the causes of 11 federal 
failures, and only in_one of them, one grouping, was self-dealing by 
owners identified. The Chairman of the Economic Council made a 
comparable study, and of the 21 companies he named--of the 21 
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ad epee in only 2 groupings was self-dealing by owners the cause of 
ailure. 


_ ~ And | think, without dwelling on this point any further, | 
think it is simple--you just come to the conclusion that you just 
cannot generalize and say that, in every scenario, owners are good or 
owners are bad. Some, obviously, like in the Rosenberg situation, 
owners were bad. There are lots of other cases, like companies that 
National Victoria and Grey has acquired, which tailed because there 
was no ownership presence at all. 


You just cannot make sweeping generalizations. And | 
sues) for this reason, we support the Dill that is, | understand 
efore you, which would give the Minister or give the provincial 
government the power to prevent transfers of ownership, of control 
of trust companies to other people. How that should be used--how 
that power should be used is, | think, something that the Minister 
would have to look at at the time. | do not think you. can make any 
sweeping generalization and say that only financial institutions 
should control financial institutions, and not Companies in what they 
call the "real world,” or in the industrial world. 


| think if Imasco, for instance, had wanted to acquire 
control of the Royal Bank, there would have very rapidly SDE WES an 
opinion that that was against public policy. But then again, if Imasco 
had wanted to take control of the Canadian Commercial Bank and put 
in $500 million or something like that, then | am sure everybody in 
Canada would welcome it. So you just simply cannot generalize. 


_. On the question of self-dealing, we Sapo the present 
legislation--the draft bill which is before you. e believe in a 
virtual, a complete ban on self-dealing. 


be some transactions between companies and their affiliates whic 
are entirely appropriate, but in those cases we think the compan 
concerned should go to the Minister or the regulator and get prior 
approval before such transactions are entered into. 


We recognize that there are certain--there will eM Ay 
y 


_ AS you now know, trust companies and loan companies in 
Ontario are not allowed to make loans to their directors or their 
major shareholders. The draft bill before you would broaden that to 
include sales of assets or real estate between owners. And we 
support those suggestions. 


_. We also_believe very strongly that the self-dealing 
provisions in the Ontario bill should be applied to the Canadian 
chartered banks. There are no self-dealing rules in the Bank Act. In 
fact, loans to directors of banks are so commonplace that that is 
really the prime reason to become a director of a bank, is that you are 
a large customer or control a large customer. And in any financial 
institution, the responsibility of a director must be to have an even 
hand between the interests of the depositors on the one hand and the 
borrowers on the other hand; and those two interests are prima facie 
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in conflict, because the depositor wants the highest return consistent 
with safety, the borrower wants to pay the lowest rate possible and 
get as much money as possible. 


So that if you have a bank where the entire board is made up 
of large corporate borrowers, then | think unconsciously the tilt of 
influence in that bank would favour the lenders--sorry, favour the 
borrowers, as opposed to the depositors. And that of course is what 
happened, and we have had experience with director-related loans in 
Dome Petroleum and Massey Ferguson and other well-known cases. So 
we believe in a complete seli-dealing ban between all financial 
institutions, and we do not believe that loans of any kind should be 
made to directors. 


We support strongly the proposed bill before you, which 
would broaden the commercial lending powers of the trust industry. 
It is proposed in the draft bill that we get a limited extension of our 
commercial lending powers, probably not as much as the trust 
industry would like, but it is certainly a step. 


We are conscious that, the trust companies being smaller, 
you know, we do not make loans to finance takeover bids and we do 
not make loans to Latin American countries, and we feel there is a 
gap in the amount of money--in the availability of credit. There is 
ots of credit for the large corporations, buf if you are a small 
businessman you can get your inventory financed and your receivables 
financed, but it is pretty hard to get a bank loan for--you know, if you 
want to go out and take over the next guy's company. 


_So that there is a different standard applied for the large 
corporations and the small businesses. And if you have very ie 
banks, they will naturally relate to their counterparts, which are the 
large corporations. lf you have a number of small 
businessmen--sorry, small trust companies, who obviously cannot 
compete to get the bigger loans, they will relate better to the smaller 
businessmen, and that is one of the reasons we would like expanded 
commercial lending powers. 


Just a word or so SD OUR own company. E-L Financial 
Corporation is not a conglomerate in the accepted sense. It is simply 
a holding company. It owns two insurance companies, one of which is 
federally incorporated and one is Ontario-incorporated. And because 
for technical reasons it is almost impossible to merge a federal 
company with a provincial company, there is a holding company 
Ss HCtUe, But E-L Financial itself has no staff or no salaried 
officers. 


The two insurance companies it controls, Empire Life of 
Kingston and Dominion of Canada General Insurance Company of 
Toronto, are run independently. E-L Financial does, however, hold as 
an investment only a substantial interest in National Victoria and 
Grey Trust Co., which is, | think, probably significant for this 
Committee because itis a result of the recent merger of two trust 
companies, National Trust and Victoria and Grey Trust, which were 
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the first and second largest companies under Ontario regulation. So 
that National Victoria and Grey Trust Co., | would suspect, is probabl 
cle than all the other trust companies in Ontario put together. 

is larger in an Ontario context. | mean, there are bigger tederally- 
regulated ones, but it is the biggest Ontario-regulated one. 


National Victoria and Grey is run independently. Of the 42 
directors, only one, myself, can be considered to represent E-L 
Financial Corporation. Most of the rest of the directors are directors 
of the predecessor companies which have been amalgamated into 
National Victoria and Grey over the years. Thus, we have on our board 
of directors people representing not only Victoria and_Grey and 
National Trust, but directors representing Metropolitan Trust, Kent 
Trust, Lambton Loan and Investment, York Trust and British Mortgage 
and Trust of Stratford, which were predecessor companies to the 
present corporate entity. 


' _Because we are an Ontario company whose roots run deep in 
this province, 109 of our 143 branches are in the Province of Ontario 
and we make every attempt to preserve the regional character of the 
company. In terms of governance, National Victoria and Grey operates 
with 25 regional advisory boards in Ontario, which ATEN all loans 
of any size and significance in their area of service. These regional 
advisory boards are located in Barrie, Belleville, Chatham, Windsor, 
Collingwood, Goderich, Hamilton, Hanover, Kingston, Kitchener, 
Guelph, Lindsay, London, North Bay, Orangeville, Orillia, Oshawa, 
Ottawa, Owen Sound, Brampton, Peterborough, Renfrew, Sarnia, St. 
Catherines, Stratford, Tillsonburg and Toronto. 


Although we have 42 directors, which some might =a is on 
the large side, we attempt to have each region represented on the full 
board of directors so that each of the areas of service can be 
represented on the councils of the company. These men and women 
represent the depositors in the areas in which the company serves. 
There can be no question of conflict of interest, and unlike the banks, 
we do not make loans to our directors or our major shareholders. 


The presence of E-L Financial as a major shareholder of 
National Victoria and Grey does not, in the opinion of the trust 
company's directors, make. National Victoria and Grey a part of a 
larger conglomerate. Quite the contrary. It ensures the trust 
company's independence, because without the presence of E-L 
Financial as a major_shareholder there could be little doubt that 
National Victoria and Grey or its predecessor companies would have 
been taken over by a larger entity in the last few years. 


| would be glad now to answer any questions. 


Mr. Chairman: Thank you very much. That was a very 
straightforward presentation. 


Any questions? 
Miss Stephenson: One clarification. What is the 


F-6 
membership of the regional advisory committees? 
Mr. Jackman: How many members? 


/ Miss Stephenson: No, no. Who are the members of the 
regional advisory committees? 


Mr. Jackman: Well, they are local people of some 
prominence in the town or the area they serve. They might include a 


prominent lawyer, they might include a former reeve or a former 
county warden, in some cases even a former member of the 
legislature. But they are people who usually have been in the region, 
or perhaps their families are. And sometimes when you get a loan 
application, if it comes down to Toronto you can read fhe figures and 
know what the eulee say, but it is the people in that town who know 
the family and they know their trustworthiness and they know their 
credit rating and things that cannot really be put on a piece of paper. 
And so from that point of view, they are quite valuable to us. 


_ Miss Stephenson: And is there a limitation upon the size of 
loan which they may authorize? 


Mr. Jackman: Yes. There is a--some of the boards are 
stronger than others, so the loan limitation is different for each one. 
All loans of any size go to them, but some of them would not--they 
would not be able to approve without coming to... 


Miss Stephenson: Final approval. ~ 


Mr. Jackman: But if they turn them down, they would never 
be accepted at the head office. 


_ Mr. Chairman: Would they be retained or would they: be 
essentially people who would have an equity interest in the company? 


Mr. Jackman: A lot of them are shareholders, some of them 
possibly are not shareholders. | think most of them would be. They 
get paid. They do not get a heck of a lot, but they get paid. 


Mr. Chairman: Mr. McFadden. 


| Mr. McFadden: Mr. Jackman, | want to thank you for your 
brief. It is quite thorough. 


_ One thing that struck me is the outline of Lies company's 
Operations is considerably different from the ones that we have heard 
from to date. | am just curious, are you aware of any other trust 
companies operating in Ontario that have any form of a regional 
advisory board process such as you have? | had not heard of it before. 
| was just Curious. Are you aware of any other companies? 


Mr. Jackman: | am not aware of it, but there could be. A lot 
of the larger trust companies, like | am sure the pores and Canada 
Trust, have advisory boards in the cities, like Montreal, Halifax or 
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Vancouver. You have to remember our company's history is so 
different, though, you see. 


_ The Royal Trust started as a fiduciary in Montreal. We 
Started as really savings and loan societies in Lindsay, Stratford, 
Owen Sound, Sarnia and a few other--Peterborough, and these 
companies merged, and of course they wanted to keep their local 
Bae SO you know, our history was different. We just grew up 

ifferently. 


Mr. McFadden: | happened to be at an event, | guess it was 
Friday night, outside of Toronto, and | was. sitting beside a 
vice-president of one of the chartered banks. | will not mention who 
it is because it might embarrass the bank. But this bank 
vice-president--we go faking .apout the trust industry and bankin 
and concentration of ownership, and this particular individual sai 
that effectively Victoria and Grey. has been the only financial 
institution that has consistently serviced rural Ontario. He said his 
bank does not, and most other chartered banks have backed out of 
small-town rural Ontario. And he was highly complimentary. As a 
competitor, he was very complimentary. 


__ And the thing that struck me is that a part of the answer to 
that might well be the regional advisory board concept, which ensures 
that your management Is sensitive to rural Ontario, besides just the 
past of the company and the fact that it is really an amalgamation of 
many small companies all across the province. | would think that this 
has had the beneficial effect of keeping regional interests there. It is 
interesting your competitors even are well aware that Victoria and 
Grey is the one company that rural Ontario, at least, has been able to 
rely on through the years. 


Mr. Jackman: Well, | think it is because, as | said, our board 
of directors--fhe chairman of these is usually, not always, the 
director. And it is ee like a Caucus meeting or a Cabinet meeting, 
and they say, "Well, that's fine, but--that's a nice loan for them, but 
what about us?" You know, this kind of--so you do get that kind of 
pressure, you know: are we doing our share jor all the various areas 
where we have our branches. 


_ Mr. McFadden: Dealing with directors, we have had 
submissions over the last couple of weeks dealing with the 
accountability of directors and what the rasteltel AGW role of directors 
are. It has been suggested that in a financial institution, at least, a 
director is not and should not be solely responsible only to the 
shareholders, as would be the normal case in a manufacturin 
company or another enterprise, but in fact the directors have an 
should have some responsibility to depositors. How do you feel about 
that particular line of reasoning? 


Mr. Jackman: Yes, | do. | mean, | agree. It obviously has 
to--the firs eS panSy lity of any director Is to see that the company 
remains solvent, but if the company is insolvent, the shareholders are 
wiped out. You know, before one depositor loses one cent the 
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ST a has lost everything. So we have got that very much in 
mind. 


- The shareholder--the director, as | said, has to take a very 
even hand. If he is too conservative, you know, the company will not 
grow and will be eaten up by its expenses. So he has to take some 
chance, and if he does not make--be a little bit venturesome in loans, 
the country will never grow, businesses will not be financed. 


But | see nothing wrong in pnea le with 
depositor/directors, and directors designated as such. In fact, at one 
point earlier on when | was discussing this whole matter with the 
Saas overnment, | suggested that why doesn't the government, if 
hey would feel happier, pick depositor/directors. 


Now, the federal life insurance companies have | think it is 
a quarter of their board are designated as policy-holder directors. 
They are not allowed to own shares and they are designed as 
policy-holder directors. In a life insurance company, it might be--you 
can see more potential conflicts between the policy-holders' interest 
and the shareholders' interest. 


In a deposit-taking institution | am not sure that the 
conflict is there, because it eT does not get anything unless 
the policy-holder is paid off in full. But | have no objection to 
depositor/directors. 


Mr. McFadden: One of the things that has been raised has 
been the appropriate level of outside directors versus inside 
directors. Now, ! gather your company's directors are all outside 
directors. Is that correct? 


Mr. Jackman: That is right. 


; Mr. McFadden: One of the things that we are having to 
consider potentially is the appropriate level of outside directors. 
Now, it has been suggested, in the new legislation, 30 per cent. What 
is your reaction fo that? Do you think that figure is quite 
satisfactory, do you think it should be left up to the company, or do 
you feel it would be preferable to have a higher percentage? 


of al ae No, | think it should be higher. | think the 
majority shou e. Defining outside directors as non-management 


directors, and presumably directors ne epee sepung a major 
shareholder with shareholder control, | think it should be Righer. But 
| do not--as | said, in our case, National Victoria and Grey, | guess | 
would be perceived as fecieell als E-L Financial, but none of the rest 
are. Yet |_do not think there is any difference. | mean, | do not 
represent E-L Financial, | represent all the shareholders, and the 
other directors represent me. 


This business of categorizing some directors representing 
him and some _ representing others, | think is basically a wrong 


concept of the financial institution because it implies that the owner 
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has a different interest than perhaps the minority owners. So | guess 
| think that the majority of directors should represent all of the 
shareholders, which would make them, by your definition, outside 
directors. More than 30 per cent. 


Miss Stephenson: Can | just ask a supplementary there? 
Are you really meaning, then, that the role of the director is the same 
no matter from which source the director comes, provided that your 


rule against self-dealing or dealing with any director or the company 
of any director could in fact be upheld? 


Mr. Jackman: That is right. | believe in the self-dealing 
rules, and T think when you are a director of a company, sedcheutl Ou 
are not there to represent one group; you are there to represent all of 
them. That is what the law says. 


Miss Stephenson: That is the way it is supposed to be, yes. 


Mr. Jackman: In terms of corporate governance, | do not like 
the idea of directors representing special groups. | would like every 
director to represent everyboay, all the shareholders or all the 
depositors. 


If a fellow comes there as the Leas eal or perhaps he 
is on salary by the principal owner, by implication he is there because 
of that reason. And that might, Peace disqualify him from 
appearing to represent everybody. So | think the people who represent 
everybody, including those, including everybody, should be in a 
majority, which by your definition is outside direcfors. 


Mr. McFadden: Could | explore one final area, Mr. Chairman? 
lt relates fo ownership and the whole question about the appropriate 
levels of ownership by any single individual or corporation. 


It seems like there are three models that we have been 
dealing with. One is the Bank Act model, 10 per cent and no more, on 
the theory that a broadly-held company does not lead to problems 
with major shareholders and conflicts of interest and se atcautle 
and so on. We have the other end of the continuum, | guess you coul 
say, where the one person or one group owns 100 per cent. And then 
we have the whole area in the middle, as you peveuD a major 
shareholder, and the major shareholder can only have from 10 per cent 
presumably to 99 per cent. 


You have set out in your brief an argument in favour, as | 
understand it, of a major shareholder existing. What.is your feeling 
about the wholly-owned trust company versus the major shareholder 
company’ 


Mr. Jackman: | have no objection to a trust company being 
wholly owned by one shareholder. The only caution | would have is 
that if it is wholly owned, it Is eA L MT  s that company is not 
Subject to normal Securities Act eon it does not have fo issue 
quarterly statements, maybe it does not have any outside directors. 


F-10 


And even if it did have outside directors, any problems would not 
surface in the press or in financial statements which were available 
to the public. And that bothers me a little. | think the public scrutiny 
is very important. 


_ So that if a trust company was wholly owned Py some group, 
| still think it should have to publish its annual! reports for the public 
and veer reports, the same as everyone else, so that there still 
would be public scrutiny on it. 


Mr. McFadden: Thank you, Mr. Chairman. 
Mr. Chairman: Mr. Callahan. 


Mr. Callahan: Yes. | would like to go into ee a little 
different area. Victoria and Grey would be governed by the deposit 
insurance requirements, would they not? 


Mr. Jackman: Yes. 


Mr. Callahan: Do you see the deposit insurance provisions 
being a vehicle for encouraging those companies that come under it to 
invest in riskier investments simply because they know they have the 
protection of the deposit insurance? 


Mr. Jackman: | think deposit insurance can be abused. You 
certainly saw in the Seaway situation where around Canada Savings 
Bonds time they were effectively selling, really, 

overnment-guaranteed paper at a rate a couple of points higher than 
anedeie AviOgS Bonds. And you know, they invested it in all sorts of 
crazy things. 


So, yes, that is a risk. But | think the very existence of 
Canada deposit insurance means that the power. the regulator 
must increase, and you know, that is He | think this bill before you 
is very, very important. And | do not like the word "deregulation" 
because that implies less regulation. | think the whole industry is in 
for more regulation and more control. 


_ But | think politically--and | know some of your witnesses 
have said that we should have co-insurance, that the depositor should 
bear part of the risk himself in order to prevent the Seaways and this 
kind of thing. And | think that in theory | agree with that, but 
politically there have been. a large number of. failures of 
deposit-taking institutions, and in every one the depositor has been 
bailed out either by this level or the federal level. And so you have 
set SO many precedents now that | do not care what the legislation 
Says or what the government says, if another one happens it Is going 
to be a 100 per cent bailout. 


| think that is a political reality. And if you were sitting in 
the opposition, the first thing you would say, "Why don't you bail them 
out?" | mean, you just have to accept that we have virtually 100 sie 
cent deposit insurance in this country. That is the political reality 
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although | do not think the government people, federal or provincial, 
would like to admit it. 


pe MIE celal” Well, the real thrust was that because of this 
pacifier--that is the only thing ! can call it, really, because you have 
got this cover for you--your investments may tend to be far more 
risky and speculative than they might be in the traditional banking 
fashion if you did not have deposit insurance available or if there was 
some sort of a co-insurance arrangement. 


That is the impression | get, anyway, that because they 
know that is there, they perhaps are a little riskier in terms of. . . 


Mr. Jackman: Well, that has certainly not been the case in 
our company. I mean, the rules regarding valuations in the previous 
Act, you know, were pretty loose. You had to be--the loan was 
limited to a certain percentage of appraised value, but what was 
appraised value was, you know, very vague. 


| think all that has to be tightened up and standards of 
valuation have to be put.in. But--in theory | agree with you about 
co-insurance, but politically it does not mean anything because you 
are going to bail them all out. | know you are. 


Mr. Callahan: Thank you. 
Mr. Chairman: Mr. Haggerty. 


Mr. Haggerty: Yes. | would like to put a question to the 
witness this morning concerning the area of real estate. | Know that 
trust companies are in that area quite a bit. 


But | understand in the real estate business, being a real 
estate broker, they also have powers to get into the area of 
investment purposes where they go in and get some substantial 
persons, individual persons perhaps, to take some savings and put it 
into a scheme or some project there for development through a real 
estate broker, and all of a sudden they are gone by the wayside and 
the investor loses. What are your feelings on this? 


Mr. Jackman: Well, trust companies do have limited powers 
to make investments in real estate, really for their own account. 
They are limited, and--l| am sorry; those provisions have been 
eager | think, in your draft bill, but | am sorry, | just cannot tell 
you--but we do not do it in National... 


Mr. Haggerty: No, it is the real estate broker that does it. | 
guess he has ithe license to get into this area to take in small 
investments for the development of real estate projects and that. 
There really is not a UConn Bae seem to have a right 
through legislation, to establish--people perhaps may be misinformed 
Out eee hat small investors feel that it is a trust company, and it 
is not. 
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Mr. Jackman: Oh, | see. ) 


Mr. Haggerty: And that is an area there that | was concerned 
about. - 


Mr. Jackman: Yes. | was not aware that that was going on 
to any extent, and Tam concerned too. 


Mr. Haggerty: Yes. No, | just wondered what your feeling 
was that, you_know--| mean, is there enough controls on this 
particular area? 


Mr. Jackman: | cannot really comment on the real estate 
brokers. [just do not know enough about it. 


Mr. oes Well, in my area there have been a number who 
have been into if and some individuals have been burned on it. 


Mr. Chairman: Any other questions? 
Mr. Morin-Strom. 


Mr. Morin-Strom: | wonder if see could tell us why a (tslae! 
shareholder or interest such as E-L Financial Services would be 
interested in investing in a trust company. 


Mr. Jackman: Well, going back historically, and this goes 
back to almost 20 years ago, we were in the life insurance business, 
which was pretty hard slugging. A company the size of Victoria and 
Grey, which was much smaller then, was growing, cane in | think--| 
just cannot remember the figures, but it was so easy in those days to 
attract deposits and loan them out at reasonable rates, compared 
with trying to sell life insurance and getting an annual premium-and 
investing it at a profit, that it just seemed a more profitable 
business. And that is why we did it. 


_ It was sort of an alternative to expanding life insurance 
operations, and | think it was a wise choice. 


_Mr._Morin-Strom: How have the common shares of trust 
companies and other financial institutions such as the major banks 
performed over the last 20 years since you have been involved? 


Mr. Jackman: | think they have done very well. | think the 
trust companies have done very well. The banks have not done 
particularly well in the last--they have underperformed the trust 
companies in the last four or five years, mainly because of loan 
losses in the ecuey sector and in Latin America. Their loan/loss 
ratio is more than times what ours are, and of course they have 
had to issue more shares to replenish their capital. And that dilutes 
the number of shares outstanding, and it has been depressing on the 
stock market price. 


| cannot give you exact figures, | am sorry, on what 
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depreciation in the bank stock index or the trust company index is 
sollte specific year, although you could get that information quite 
readily. 


_ Mr. Morin-Strom: So you are not aware of whether the trust 
Corb ee IEE. for example, or yours in particular, has outperformed the 


_ Mr. Jackman: | think it has. | think if you go back 15 years, 
yes, | think it would have. Yes. 


Mr. Morin-Strom: How is it that the trust companies have 
been able fo outperform fhe banks, let's say? 


_. Mr. Jackman: Well, | think primarily it is their lending 
decisions have been much wiser. | mean, we have not made any loans 
to Latin America; we do not finance the energy takeovers. Some of 
them in the banks would say, "Well, that's not because Ou're SO 
smart; it's because you didn't have the power to do it." ell, either 
way, we do have the power to make government loans to any country 
in the world, but we just have not done it. 


Mr. Morin-Strom: So you think because--it is actual, 
percentage-wise, lower loan losses‘ 


Mr. Jackman: Well, as a percentage of total loans, our 
loan/loss ratio--and T have not got the exact figures with me, but it 
would be certainly less than a tenth of that of the chartered banks. 


_ Mr. Morin-Strom: How would you compdre in terms of 
margin with the banks, you know, the rate differential between 
lending rate and borrowing’ 


Mr. Jackman: Well, the gross margin, if it is--if. you are 
talking about the margin, the overall margin on trust companiés would 
be considerably less because trust companies have more of what we 
call guaranteed investment certificates, five-year debentures out, 
which we invest in five-year mortgages, where the spread is lower. 
On what we would pay on a savings account, demand savings account, 
that rate is pretty comparable to what the banks pay, and prime rate 
is the same for both. So the spreads on: that kind of stuff would be 
about the same--which are high, | might add. They are very high. 


Mr. Morin-Strom: In the loan loss area, is it because--is the 
big difference, as a are saying, between the banks and yourselves 
because of loans fo major corporations primarily, and overseas? Is it 


an overall poor decision on... 


Mr. Jackman: Well, the banks do not break down their--in a 
general way, they break down their loss provisions perhaps between 
countries; | cannot say specifically what companies. But we do not 
loan--we do not make loans to big Corporations, so we do not have big 
loan losses. We do not loan to Latin American countries. 
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Between the energy-related loans and the Latin American 
loans, that--| just do not know what figure it is, but between those 
two groupings that is a very, very large part of the banks’ loan/loss 
ratio, and we are not in those areas. 


Mr. Chairman: You were even driven by different rules. Or 
you have been in the past, at least. 


Mr. Jackman: Well, it is just that there has been nothing to 

revent us from making sovereign loans to Latin American countries. 

e have had a limit on our commercial lending powers, which would 

have prevented us from loaning to, say, Dome Petroleum--or at least 
to a smaller extent. 


Mr. Morin-Strom: Finally, just in the area of again cialis 
back to capital appreciation from the shareholders’ point of view, 
what has the difference in practices been on dividend payouts 
between trust companies and banks, and has the dividend--my 
understanding of banks Is it Is fairly steady and probably very slowly, 
gradually increasing. What has the practice been for trust 
companies? 


Mr. Jackman: | cannot answer that with certainty. | think 
they--| really cannot answer, but | do not think there is an 
appreciable difference in the dividend policy relative to earnings of 
banks and trust companies, generally speaking. 


| Know in our company: we are low. We pay out only about a 
third of earnings from dividends. But looking at the industry, | think 
it is--| do not think you can make a distinction between banks and 
trust companies on that score. 


Mr. Chairman: Mr. Callahan and then Mr. Foulds. 


Mr. Callahan: | was just going to ask you, is there any 
mechanism set up in the trust. company field to alert a depositor to 
the factor--other than these little signs that seem to stick on the 


wall--that your protection is limited to, what is it, $60,000 under 
the deposif insurance? 


Let us say somebody comes into a trust company with 
$120,000. Is there any obligation on the trust company or is there 
any mechanism through which either that person is told, "Your 
coverage under deposit insurance is only $60,000," or is there some 
Wey that those funds are placed in different ways to make certain 
that they are covered for both $60,000 deposits? 


Mr. Jackman: To my knowledge--I really cannot answer your 
uestion authoritatively, but to my knowledge there is no obligation, | 
think, to say that the--| do not think there is any obligation to tell 


him that the deposit insurance is limited to sixty. 


| think, you Know, if the trust company is affiliated with 
another group that also has--another company that also has deposit 
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insurance, they can book the other sixty with that company. | guess 
that could happen. 


) _ Mr. Callahan: Yes, but my concern is that the $60,000 
coverage is--fo begin with, it is a sales feature, in a sense. It is also 
a--as [ indicated before, | have a concern that because of that 
fallback provision, institutions perhaps invest in commodities that 
are less conservative than they might have been had they not had that 
fallback. And | have some concern about people, particularly seniors, 
who might sell their house and very easily acquire $120,000 or 
$240,000 and just go plop it into a bank, a trust company or whatever, 
ais son that they are protected because they have heard about this 
protection. + 


Mr. Jackman: Well, | think the only way--| mean, as | said, 
|--maybe reluctantly, but | accept deposit insurance, 100 per cent 
deposit insurance, as a political reality. To address your concern, if 
all the trust companies and banks were offering, say, eight per cent 
and one company said, "Invest with. us, we'll pay you 10," and 
SIR ange the deposits from other institutions--which_ effectively 
what was the Seaway--that is a red flag to someone. But | do not 
really think it is practical to put the onus on a depositor to say that a 
financial institution is bust or wrong or doing something wrong. The 
onus has to be on the regulator. 


, And we saw it in these two western banks, where even the 
auditors gave glowing reports saying that everything was fine. Well, 
it turned out they were bust. 


The depositor does not read the annual report. The depositor 
is attracted by tlashy advertising and giveaways and this kind of 
thing. He does not look--you cannot expect the depositor to 
understand the financial statements. That is the regulators job, and 
that is why | think in the case where, say, Seaway Is offering 10 per 
cent and everyone else is offering 7, then the regulator has to step in 
earlier and maybe even the regulations have to be strengthened to 
give them the power to prevent some of these fringe Companies 
paying excessive rates, Interest rates. 


_ Mr. Callahan: Would you see any difficulty if in the 
legislation there was In fact provision for a requirement on the part 
of a lending institution to do one of two things: either alert a 
depositor that anything over the $60,000 was nof covered, or in the 
alternative to place if in such a way that they would in fact be 
covered to the extent of their investment? 


Mr. Jackman: | would have no objection to that, but | just--l 
think | Know where you are coming from. You want to alert the 
depositor to be able to make the choice. 

Mr. Callahan: That is right. 


_ Mr. Jackman: To put the discipline on the system on the 
depositor. And T just warn you that the depositor cannot do it. It has 
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to be the government. It has to be the government who--if the 
company is not being run telat it has to be the government's 
responsibility to discipline them. 


Mr. Callahan: Thank you. 


Miss oe But surely, Mr. Chairman, if there is a 
requiremen at there be better information made available to 
depositors through some mechanism. | will grant you that | think 90 
per cent of the people do not read any more; they watch 30-minute 
clips on television and believe thaf that is gospel--30-second, | 
mean eae somehow there has to be some information that does get 
at them. 


Because it is all very well to insure the depositors--| 
would remind you it is only three years, four years ago that the CDIC 
upper limit was $20,000. It was as a result of Seaway and Greymac 
that it went to $60,000. But | do not think you Can insure the 
depositors for 100 per cent of what they are going to deposit much 
beyond that, unless inflation becomes so monumental that we all have 
to Carry Our money around in suitcases in order to function. | mean 
where are the limits? Where are the limits within the financial 
institutions area? 


lf you are going to put limits on the role of the depositor as 
a knowledgeable consumer--and that is really what you are 
Saying--an ved are going to load it all onto government, then the 
chances are fhings are going to slip through and problems are going to 
arise. It seems to me there has to be some kina--it is not that tt is 
going to be failsafe--there has to be some kind of red-flag system 
which functions within the financial institution Community, within 
the government, and within the depositor community as well. And you 
cannot put it all on one group. 


| do not trust government to do that sort of thing, | really do 
not, and | do not think you should. But | am not sure | trust you to do 
it either. And | sure as hell do not trust the depositors at the present 
time, because most of them do not know what they are doing. 

Mr. Chairman: Who should, then? 

Mr. Morin-Strom: The factis... 


ae Miss Stephenson: It has got to be some kind of combined 
effort. 


Mr. Morin-Strom: The fact is a $60,000 limit is not a limit 
anyway, because the practice has been to insure deposits up to any... 


Miss Stephenson: No, no. In banks, perhaps, but the CDIC 
policy has not been that. 


Mr. Jackman: Well, CDIC, the legal limit is $60,000. 
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_ Mr. Jackman: But depositors in Crown Trust and the CCB, all 
of the institutions that have failed in the last few years, effectively, 
Sis ae or another, they have had 100 per cent insurance. That is the 
reality. 


Mr. Morin-Strom: So the regulations were there, | assume to 
say that small depositors do not have the expertise to analyze 
whether the institution they are putting their money in is safe or is 
not safe, and they have the ie Oo expect that it is safe. But a large 
investor who is putting $60,000-plus in should be able to recognize 
he is getting a rate out of line and there might be somethin 
shalt ele about it, and there may be a real risk in getting tha 
extra rate. 


But in fact, even the large depositors happened to be fully 
protected to this point. 


Miss Stephenson: But should they be? This is the point, 
that age ully protect yourself against anything while you are 
living? You can when you are dead, there is no doubt about that, 


because nothing is going to happen to you then except maybe being 
exhumed, which is not going to bother you particularly! 


What | am simply asking is, is there not some risk which 
you have to be prepared to take? And what is the degree of risk which 
Should be assumed by small depositors and large depositors, by 
financial institutions and by governments? 


Mr. Morin-Strom: | do not think small depositors. . . 
Miss Stephenson: Should have risk? 


Mr. Morin-Strom: ...under nals or under $20,000 should 
have a risk on savings accounts. They have risk if they invest in 
bonds or if they invest in stocks. .. 


Miss Stephenson: Or GIC's, or... 


—-s Mr. Morin-Strom: .. .but not on savings accounts in savings 
Institutions. 


The large ones who are trying to get an extra half a 
Perea ade point on a $5-million GIC, | think, should recognize that 
here is arisk. So | think there is a point to having the $60,000 limit. 


Miss Stephenson: Okay, but! would remind you that most of 
the people who got into real difficulties or who were in dire straits 
as a result of the collapses were people with small deposits who saw 
that they were going to get--or thought that they were going to She an 
extra half per cent or an extra per cent. And it is not just the big 
depositors that are looking with somewhat greedy eyes at this; the 
small depositors do exactly the same thing, and that is human nature. 
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Mr. Chairman: | wonder if our quest has any comment on this 
debate? Otherwise, I will go to Mr. Foulds. We can debate amongst 
Ourselves at any time. 


Mr. Foulds. 


. Mr. Foulds: _ | have a couple of specific questions about 
National Victoria and Grey. | notice in the list of advisory boards that 
they are all in southern Ontario. Does Victoria and Grey not operate in 
northern Ontario? 


Mr. Jackman: Well, we have in North Bay. Is it not 
mentioned there: 


: Mr. Foulds: Yes. | consider that southern Ontario, but maybe 
that is a prejudice of mine. 


Mr. Jackman: No, we do not go further north than North Bay. 
Maybe we should. 


Mr. Foulds: Well, is that just because of the historical 
development: 


Mr. Jackman: Well, it is because really--yes, that is all. 


Mr. Foulds: And you have not given any thought to expandin 
operations? : : ’ ; F , : 


Mr. Jackman: Yes, we have. You know, we have given a lot of 
thought to a lot of places. Maybe we should do something, but it has 
not happened as yet. 


_ Mr. Chairman: Mr. Foulds is a great advocate of corporate 
expansion generally! 


_  MrEoulds: Especially in the areas of vacuum in northern 
Ontario. 


You also indicate in your remarks that you do not make loans 
to your directors or to your major shareholders. 


Mr. Jackman: That is right. 


Mr. Foulds: Is that a matter of policy of your company or is 
that a matter oF regulations? ee a ae Pay 


Mr. Jackman: No, that is a matter of law, Ontario law. The 
banks can do if, buf trust companies cannot. 


_ The self-dealing rules that are in this bill would extend that 
to--| think if the sale of real estate from an owner to a trust 
company Is not specifically prohibited now, that is one of the things 
that | think is going to be corrected in this draft bill. 
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There is also the question of making a loan, not to a 
director, but to facilitate a sale from a director to Someone else. And 
the most cues example of that was when Crown Trust did not make 
a loan to Rosenberg but it made a loan to Player, which gave him the 
money to buy some real estate from--the Cadillac apartments from 
Rosenberg. Now, that is not a loan to a director, but you can see the 
se el tala be sort of thing is being corrected, as | understand it, 
in this draft bill. 


So, you know, it is not entirely clear that Rosenberg broke 
the law; you know, he had pretty good legal advice. 


_.. So those things are going to be corrected in this new 
legislation. 


Mr. Foulds: | have one other question to you. You indicated 
what | consider to be a rather idealistic position, which | find really 
quite refreshing, that directors should not represent any special 
group and that your company has a majority of outside directors. 


Mr. Jackman: Well, | said all but one. Only one of 42. A 
couple of those are management. 


Mr. Foulds: Now, is it in fact in real life possible to go toa 
meeting and represent everybody? Surely in the arguments that take 
place and the debates that fake place, 2 lec 28s one Is forced into 
SHRPORInG some special interest within the corporation, which 
eventually... 


_. Mr. Jackman: Well, | think you could come into a difference 
of opinion as to--some people might say that in certain periods in 
recent history Chatham Is a terrible place and nobody should make any 
loans there, the whole town is going to close; you know, this kind of 
stuff. And there might be a debate on that. 


an But the perspective that every director comes from is, what 

is in the best interest of the company. Now, something may think that 

different things are in the best interest of the Seale but every 

shareholder gets the same dividend. You know, if the stock market 
oes up, every shareholder gets the same appreciation; or if it goes 
own. 


There is a genuine community of interest between all the 
shareholders--as long as you do not have self-dealing, where one 
shareholder can get a hunk of money out, you know, maybe ata 
favourable rate or something like that. But there may be differences 
of eniniog within the board as to the best way to achieve the good 
overall. 


Mr. Foulds: And there would be legitimate differences about 
what the overall good of the company is? 


_ Mr. Jackman: Oh, sure. | mean, | think--the analogy, take 
the Cabinet and the government. There are all kinds of disputes as to 
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what we have to do to get the party re-elected, but the common 
objective is there. | do not think it is that different. 


Mr. Chairman: Mr. Callahan. 


Mr. Callahan: | notice that your holdings--you are also 
involved with insurance companies. 


Mr. Jackman: Yes. 


Mr. Callahan: | would like to ask you a question, and it is 
still on the deposit insurance side. 


Do you see an unfairness between those who have the 
benefit of the deposit insurance protection and, say, the life 
insurance companies who are required to deposit or have on deposit 
their own capital to be able to carry on business, in order to protect 
the policy-holders? \Is there an unfairness about that in that one has 
to tie up Capital and the other one does not have to tie up capital? 


_Mr. Jackman: For historic reasons, | think life insurance 
companies have to put on deposits with provincial superintendents. 
ee iailieten good-faith deposits; they bear really no relationship 
Oo the liabilities. 


If you are a foreign company in Canada operating as a 
branch, NEE have to put on deposit enough assets to meet your 
actuarially calculated liabilities, but that 1s because you are a 
foreign company. | do not think the--certainly in the insurance 
industry, you do not put liquid assets equal to your liabilities with 
the government. | do not think that is right. 


Mr. Callahan: You put a certain proportion, though, don't you? 


_ ... Mr Jackman: Yes, but it is nothing relative to your 
liabilities. 


_ Mr Callahan: Have we ever had a life--l think particularly 
in a life company--go bust? Because that is a critical area where a 


widow might really be out in the cold. 


Mr. Jackman: | think the life insurance industry will tell you 
there has never been a loss ona fe elt tebe benefit in a life policy for 


100 years, or something like that. | might be wrong, but they have 
had a very good record. 


_ Their reserving requirements are much stronger than for 
deposit-taking institutions. ; 


Mr. Chairman: Mr. Bond and | have been looking at your. chart 
on page 2 that you made reference to, and comparing it with a table 
that we received from the Trust Companies' Association last week. 
And their figures are a little bit different from yours, and we were 
wondering if it is not the case that when you talk about 
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Canadian-owned financial institutions, you are excluding estates, 
trusts and agency assets. 


Mr. Jackman: Yes, |am. But you know, they are not assets, 
control. | think National Trust has a $2 billion pension fund from one 
of the big industrial companies, but we do not control it. All we do 
is--we do not even manage it. The bonds are in our vault and we clip 
erreUPaes for them. ey have outside managers. So those are 
excluded. 


Mr. Chairman: That would involve a fair amount in assets, 
though, would It not: 


Mr. Jackman: Well, in our case it is--the fiduciary assets 
AG more than National Victoria and Grey's own assets, which are $9 
illion. 


Mr. Chairman: Yes. 
_ Mr. Bond, do you want to ask directly? 
Mr. Bond: Yes. 


CONT The most recent financial statement by Canada Trust Co. 
lists its amalgamated assets as being over $49 billion. 


Mr. Jackman: That would include their estates. 


Mr. Bond: That would include their estates, trusts and 
agency. 

Mr. Jackman: Let us say in this table, Canada Trust, which is 
a_very large Company, is included--| have included it in the category 
: Y P 

Seley ontrolled." It is certainly not--it is not a closely-held 
lan 


Canadian because it is--ultimately, Imasco is 48 per cent owned by 
an English company, 44 per cent. 


Mr. Chairman: And in talking about the Canadian-owned and 
widely-held institutions, i.e., the banks, that includes foreign assets? 


; Mr. Jackman: Yes. Well, it includes the assets--| have taken 
it from the Financial Post: the Royal Bank is $96 billion, the Bank of 
Montreal, $82 billion. Yes, that does include their foreign assets. 

Mr. Chairman: Thank you. 


Mr. Jackman: But in the trust companies, it includes their 
foreign assets too, fo the extent they have them. 


Mr. Chairman: Thank you. Mr. Callahan. 
Mr. Callahan: | just have a supplementary on that one. 
| gather Imasco took over Canada Trust. Is that right? 
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Mr. Jackman: Imasco took over Genstar, which owned Canada 
Trust, yes, 


Mr. Callahan: And who was--was Genstar a Canadian 
company? 


_ Mr. Jackman: Well, it was at one point, | think, controlled by 
a Belgian group, but if got Canadian status for FIRA purposes. 


Mr. Callahan: This may be a little facetious, but it would 
seem to me that if a foreign interest takes over an interest that has a 
connotation of being Canadian-owned, i.e., Canada Trust, that perhaps 
they should be required to look at.the question of changing the name, 
because what | think it does is it induces--you know, | never realized 
Canada Trust was not Canada Trust. | think there is a lot in a name. 
In fact at one time, under the Companies Act, you could not get 
something with the words "Dominion" or "Canada" and so on, | suppose 
for that very reason, that it was some indication of a central 
situation, that it was in fact a Canadian-owned body. 


Mr. Jackman: Well, | think if Canada Trust were here, they 
would deny that they were foreign-controlled. | think they would. 


The only point, it is obvious--Canada Trust is obviously 
controlled by Imasco, and Imasco is | think 41 per cent controlled by 
Bat Industries, which is a big British tobacco seattle And the 
Say--well, you Can draw your own conclusions. A fot of this is 
Su jective Opinion. on 


Mr. Chairman: Mr. McFadden. 


Mr. McFadden: Yes. Two points. One was on the point raised 
by Mr. Bond. As | understand the figures--because we had some 
confusion the other day over all these asset figures. 


_. As. | understand it, if you. add in assets under 
"Administration," you are really comparing apples and oranges 
because those are not assets of the company; they are other foe e's 
assets somebody is managing for them. And the banks do not include 
assets like that because they are not in the trust business. 


So it seems to me that the Canada Trust figure we got the 
other day was inflated. | do not know why they want to inflate their 
figures, but it would seem to me that that is not a rea! figure because 
a lot of that money is somebody else's money, but they are throwing it 
in and saying it is their assets. : 


In effect, if they are comparing it with the banks... 
Mr. Callahan: Well, maybe we should look into that. 


Mr. McFadden: | do not think legally they are confused. It is 
just that the people doing these figures have tried to confuse figures. 
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| do not know, maybe that is something we are going to have to 
carefully look at as these figures keep coming in because that was 
the thing that struck me, is they seem to have been very loose in 
terms of what they are calling their assets. 


| do not think it is proper for a financial institution or trust 
pempeyy ie take estate assets or pension fund assets and say that Is 
elr assets. 


Mr. Jackman: | do not know this reference that you are 
talking about. 


Mr. Bond: It is assets under administration, so they can... 


Mr. Jackman: Which is unaudited. It is not part of the 
auditor's statement. The auditors will refuse to audit it. 


Mr. McFadden: But they are lumping it in to gross up their 
size. 


_ Mr. Bond: The reason | raised the issue is because the banks 
want it added in because they assert that ETA's are under the trust 
companies’ administration and that trust companies have effective 
control over these investments, investments of these ETA's. 


_ Mr. McFadden: | would say | question the propriety of it. | 
question the propriety of it because the--because trust companies 
look after other people's money, it does not become their assets, and 
io say that--that implies that they can take estate assets and 
basically deal with them in the same way as they deal with their own 
assets, their own equity and their retained earnings. And that is 
totally wrong. 


So | think it is misleading to include those figures in. And | 
know the banks want to do it because they--that implies that some of 
the trust companies are--| suppose ey. are trying to say that the 
are really major competitors and should be considered and dealt wit 
the way anks are. [| would expect that is what they are trying to gear 
in at. 


_. But it seems to me, as legislators, we should not be 
considering estate assets and pension assets as assets of a trust 
company. They are not. They are under "Administration" and they 
should be separated. That is a dangerous precedent, to get started 
looking at it like that. : 


_ Mr. Jackman: Let us say, Mr. Chairman, that our assets, E-L 
Financial's own assets, are held by one of the major chartered banks. 
So if the banks say that "we should include all estate assets in our 
total," then our assets have to be added on to that particular bank 
which is our custodian, by the bankers' logic. 


Mr. Chairman: Mr. Callahan, and then Dr. Morin-Strom. 
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Mr. Callahan: What in fact happens if the trust company goes 
bust and fhey have in fact lumped them in there? | would think, as a 
matter of law, they cannot be touched. But what if their obligations 
on ils left side of the column exceed the right side and they start to 
use those’ 


Mr. McFadden: That is not supposed to be in the financial 
statement. Because they are not supposed to appear as an asset. 
There should not be an entry anywhere on the financial statements of 
other people's money. If they have been lumpedin... 


Mr. wh They are not. DEY are only--they are not on 
the balance sheet, but usually they are off on a line at the bottom 


saying "Estates, Trusts and Agencies Under Administration," or 
whatever it is. The auditors do not audit that figure. And | think it is 


a very good point. Maybe the trust industry should not use that figure. 


_ They probably use it to--you know, we are obviously 
managing alotso maybe we will get some more business that way. 


: Mr. Chairman: Maybe they can learn something from the Law 
society. 


Dr. Morin-Strom. 

Mr. Callahan: Or vice versa! 

Mr. Morin-Strom: Good shot, Mr. Chairman. 

Mr. McFadden: It seems to me, in regard to... 

Mi tephenson: If somebody is not permitted to discharge 

Mr. Chairman: Dr. Morin-Strom has the floor. Let us not 
debate this; Tet us have some questions. 

Mr. Morin-Strom: | was just going to See in terms of Mr. 
McFadden's argument on what should be included in the Trust Company 
Act, that exactly the same argument | think can be made in terms of 


deposits in a bank. | think yy can argue that those are not the assets 
of the bank, but those are the assets of the depositors, so... 


Mr. Callahan: It is not a fiduciary relationship, it is a 
debtor\credit relationship, which allows the bank or the_ trust 
company to invest those funds, whereas in the estate assets it is a 


fiduciary arrangement; there is absolutely no right to use those in any 
fashion other than the administration of the estate. 


ad 3 oe | do not even know what that word 
"fiduciary" means, so | do not want to get into that. 


Mr. Foulds: | do not know that many people do, actually. 
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Mr. Bond: It is a trust relationship. 


Mr. Callahan: For instance, if you go to the bank and you ask 
them--you have got $100,000 on dé Osi with them, if itp was a 
fiduciary relations Ip they would have to turn over that $100,000 to 
you posthaste. If it is a debtor/creditor relationship, which is what 
exists ina sence situation, they have got a certain amount of time, | 
think, under the legislation, that. does not require them to turn it over 
immediately. They can take their own sweet time about it. 


_ Mr. Morin-Strom: It sounds like a technical distinction that 
depositors would not recognize as legitimate. 


Mr. Chairman: Any other questions of the witness? 


_Mr. McFadden: | have one question vis-a-vis what is actually 
the subject of our Committee's study in particular, and that is 
concentration of ownership and the effect it is having. 


We have received, over the last two weeks or two and a half 
weeks, various submissions on this. It has been put to us that with 
the internationalization of financial services there has been a need 
for more concentration of eH Rt a need for larger institutions so 
they can compete internationally. It has been suggested as well, of 
course, in the securities industry that in fact there is even a need for 
logan capital, so that the industry in fact will have the capital 
needed to compete in the world capital markets. 


With festa to the financial services industry, forgettin 
really the securities eS ys which | think is to some exten 
separate from what we are falking about this ASM laler first of all 
what is your attitude right now on the concentration of ownership? 
Is it your view that--do you feel there is any worry as far as those of 
us in the legislature and regulators are concerned, about 
concentration of ownership among financial institutions? What is 
your attitude on that? 


_ And secondly, insofar as the trend, where do you see the 
trend line going from here in terms of ownership patterns‘ 


Mr. Hackman Well, as | say, if you are talking about 
financial institutions, | do not think the--because this table that | 
Bee at page 2 of my report, which is quite a bit different than the 
rust companies one--this is broken down by industry; mine ts broken 
down by ownership patterns. And the institutions which are 
owned--Canadian-owned institutions where there is an identifiable 
controlling shareholder are 7.8 per cent of the system, which is 
smaller than any one of the large five banks. So | do not think--if you 
are worried about concentration, you have got to be worrying about 
the size of the big banks relative to the rest. 


Now, if you are talking about the question of concentration 
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in the sense, should insurance companies own trust Companies or 
trust companies own insurance companies, | do not see any problem 
with that except that | think they have to be regulated separately and 
| think they have to be--the question of dealing between each other 
has to be looked at, you know, very carefully. And as | said, | am in 
favour of a virtual complete ban on self-dealing, with power to the 
regulator or some government authority to grant exemptions when 
warranted, based on a higher approval thing. 


_ Certainly, the life insurance industry right now in Canada is 
overcapitalized, because they have not been able to grow, they are 
building up these huge surplusses. The deposit-taking institutions, if 
anything, are undercapitalized. They are always raising capital. And 
it would seem logical to take some of that excess capital in the life 
insurance industry and put it behind the depositor. But you cannot 
count it twice. That capital cannot be used to protect policy-holders 
and then protect depositors. 


5. DOnVOU. Cannot, yee know, KEEP pyramiding them up and 
ceil the same capital three or four times. You have to watch 
at. 


Mr. McFadden: You mentioned something that we had not 
heard of foday, or at least heard of since the starf of our hearings, 
and that is the Bye ce Dia teet (Op of life insurance companies. How 
much money are we talking about? Are these very sizeable sums? 


Mr. Jackman: Well, | think in particularly the big mutual 
companies, yes. | think--! do not want to say billions because | Jee 
do not know, but it is a lot of money. And of course, they are--I do 
not know whether you are having the life insurance companies in front 
of yeu, but they will complain that their charters are far too 
restrictive and that they should be able to buy trust companies or buy 
something else. 


_ ,.Mr. McFadden: So their problem is that their investment part 
iS so limited, they just do not seem to find enough place to put their 
money. 


Mr. Jackman: That is what they will say. 


Mr. Foulds: And whether that is sound or not remains to be 
seen. 


Mr. aie Well, | think if the government or the rules say 
you have tc have X amount of surplus relative to your liabilities, if 
you have an excess amount that amount is available to pay out 
dividends to the shareholders or policy-holders, and what the life 
companies are sey ng: "We would rather invest it In some area of the 
financial services industry than pay it out." | do not see anything 
wrong with it. | 


Mr. Foulds: It strikes me as an ironic crisis, to be 
overcapitalized, somehow. 
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Mr. Jackman: Well, that is one of the ironies of our system 
right now. 


Mr. Chairman: Just getting back to the question of including 
trust moneys in assets, | have here the quarterly statement for 
Canada Trust Co. ending June 30th, which states on the front, "Assets 
under administration measured at book value increased to $51 billion 
from $49.2 billion at year end, and $46.3 billion at June 30th, 1985." 


When one looks at the small Pon on the inside, one sees 
that their assets as at June 30th, 1986 total $23 billion, and 
presumably the rest of that money is estates money that they are 
el Sule) and it makes the big print on the front of the report to 
the shareholders. We might make that an exhibit. 


_. Miss Stephenson: Isn't there something about honesty in 
advertising : 


Mr. Chairman: Yes. 


Mr. Foulds: Could | just follow up on something that just 
struck me: | s 2 


Mr. Chairman: Yes. 


Mr. Foulds: Life insurance companies, and | hope we do get 
one of them in front of us to elaborate on this point, say that because 
they are overcapitalized--and | may be bastardizing your argument 
here--they have to pay out too much... 


Mr. Callahan: Is that parliamentary language? - 
Mr. Foulds: Well, | may be mecoees your point here, or 


misunderstanding it. They would claim that they have to pay out too 
much in dividends to their depositors and shareholders? 


SMr Jackman: No. Ue have an excess surplus, and what are 
they going to do with it? Well, they can--that is one option, they can 
pay it out. And most of the ones with excess surplus, | might add, are 
mutual companies, where they do not have shareholders. 


B So it would be, effectively they would have to increase their 
dividends to policy-holders ... | 


Mr. Foulds: Policy-holders, yes, okay. 

Mr. Jackman: ...orthey can keep it back and go and fee a 
trust company. Now, | mean, that is a big debate in the industry, 
whether they should not be compelled to pay it out to the 
policy-holders. | 


Mr. Foulds: Yes, okay. 
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Mr. Jackman: Maybe the policy-holders would rather have 
that than have them Rar a frust company. | do not really believe in 
mutual companies, but that is just my personal... 


Mr. Foulds: You do not really believe what? 


Mr. Jackman: Believe in mutual companies, because there is 
this conflict. But there are two sides to that argument. 


Mr. Foulds: Yes, okay. 
Mr. Chairmen: Mr. Haggerty. 
Mr. Haggerty: Thank you, Mr. Chairman. 


_ Mr. Jackman, you just used the word "conflict.". What is your 
true picture of conflict? How should it reflect in a business, 
Bee in the financial institutions? Your comments about the 

anks and the conflict that they have, and that the directors may have 
a special conflict, and the money that they have access to through the 
bank that is put into--well, let us say in fakeovers. 


Has your industry ever been considered as a takeover by one 
of the larger giants? 


Mr. Jackman: Has our company been... 


5 Mr. Haggerty: Yes, been considered as a takeover in the 
past’ 


Mr. Jackman: Yes, | think that bigger companies have 
considered taking us over, yes. But they have not. 


Mr. Haggerty: What is your feeling on that, though? 
Miss Stephenson: Have they announced that they have? 


Mr. Jackman: No, no. What is my feeling, generally, about 
takeovers: 


Mr. ees Yes, in the takeovers and that, you know, and 
the conflict of interest that the larger banking institution has, that 
they can sit back in their corporate boardrooms and decide who is on 
the next--who is on the hit list, you might say. 


_ Mr.Jackman: Well, of course, from the bank's perspective, 
they just wan e business. | mean, they get fees, usually 
substantial fees, and interest on the loans. 


__ My personal view, and this has really got nothing to do with 
financial institutions, but it is that this whole takeover movement is 
way overdone and it has been fuelled by the fact that you can deduct 
your interest that you incur from making a takeover from your 
earnings, and that makes the takeover easier. The accounting 
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profession, if you pay a very big price to acquire a company and you 
are really paying maybe a billion dollars more than its value on its 
own balance sheet, you can write that figure off over 40 years, you 
know, whereas really it is a billion dollars out the door. But you do 
not show that as a loss. 3 


_ $0 the accounting system and tax system, it is simply the 
availability of credit that is Soe ad takeovers right now. That 
has not always been the case in the past and it will not always be the 
case in the future. My own personal view is that | think the 
deductibility of interest perhaps should not be allowed in certain 
cases of these takeovers. 


_ AS far as the banks are concerned, you know, | ues each 
bank will say, "Well, if | don't make the loan, my competitor will," so 
they make_it. But there is, in my opinion, far too much debt in 
corporate Canada relative to earnings and net worth. ye sobey | 
think it should be cooled out, but that is perhaps getting beyond the 
subject of this group. | 


Mr. Foulds: That actually speaks to the central question, 
though, of corporate concentration and the business of what is --the 
so-called paper chase. It does, indeed. | 


Mr. Chairman: Mr. Ashe. 
Mr. Ashe: Just a supplementary on that, Mr. Jackman. 


; When you mentioned before about you are not too sure that it 

iS appropriate that interest should be deductible in certain cases, are 

you saying by that the "certain cases" would normally be when they 

are paying a substantial premium _over the book value, let us say, or 

relative value of the company? That that billion, to use your 

deca: maybe that shoula nof be used as being an eligible interest 
eduction‘ 


Mr. Jackman: Well, yes. | think for the goodwill part of that 
equation--you know, if | go out and build--if you go out and build a 
steel mill for $100 million and borrow the money, you can deduct the 
interest. But if you acquire the steel mill through a takeover bid for 
$200 million, you can deduct your interest on $200 million. But there 
IS nO new steel mill being created; it is just the same one, and yet 
the interest deductibility is double and therefore the loss to fhe 
revenue is double. And | am just not sure that makes sense. 


Mr. Ashe: Thank you. 
Mr. Chairman: | am not either. Any other questions? 
__ It has been a valuable experience to all of us, sir, and we 
appreciate very much the time and effort, and your brief. It has been, 
as | indicated earlier, very clear and concise, well done. 


| think there are some members of the public that might be 
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interested, if you have some extra copies of your brief with you. 
Thank you very much. 
Mr. Carrozza, perhaps you could appraise us of some changes. 


The Clerk: The changes have been mainly to ask for a delay 
in their appearance. If you look on pieciesceys which is tomorrow, 
two groups have requested that they be delayed until next week. The 
first one is Crownx Incorporated, which would be on October the 8th, 
in the afternoon, and the other one is Consumers’ Association of 
Canada, Ontario Branch, which would be on Thursday, October the 9th. 
These are the two changes so far. 


And tomorrow, we begin at 2:00 o'clock in the afternoon. 


Mr. Chairman: All right. So we begin at 2:00 tomorrow. No 
changes on Thursday? 


The Clerk: No, there are no changes on Thursday. 


Mr. Chairman: Okay. Can you then, maybe by this afternoon 
or whenever if is convenient Ave us an update on next week's 
schedule then, of the total week? Because we have quite a number, | 
think, of changes. 


The Clerk: Yes. | can give it to you now. The only possible 
change could be on Tuesday, October the 7th, in the morning, at 10:00 
o'clock. They are tentatively scheduled, but we have not finalized. 
October the 7th, that is next week. 


Miss Stephenson: The credit unions. 
The Clerk: The credit union people. 


_ Mr. McFadden: | am looking at a September 26th revision. 
That is up fo date. Is that what you are telling us? 


The Clerk: That is correct. 
Miss Stephenson: At the moment it is not finalized? 
The Clerk: It is not finalized. 


Miss Stephenson: Alll right. 


The Clerk: And the Ministry of Industry and Trade is comin 
for the afternoon, and the other ones have been confirmed on the 8t 
and have been confirmed on the 9th. 


. Mr. Ashe: So at the moment, then, there is two_for the 8th 
with the moving of Crownx, and in effect just the Consumers 
Association for the 9th? 
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The Clerk: That is correct. 
Mr. Ashe: So it is still the Tuesday, Wednesday ... 


The Clerk: If | can bring you up to date on the other 
information, | contacted three insurange companies: London Life, Sun 


Life Insurance and Economic. The Sun Life informed me they are 
US to be here, but ee told_me that they would be repeating what 
Mr. Eaton has already stated. So that maybe you can make a decision 
on that. Because they are owned by the same Conglomerate. 


| also contacted Mr. Tom Curren from Pitfield, Mackay, and 
unfortunately, he is in the industrial concentration, so he can come 
later. And | have sent. a letter to the Dominion Securities. They 
requested to be notified by letter. | have not received any 
information on that. 


| regret to inform that Mr. Lawson Hunter cannot be here to 
appear before us. That is all the rest of the people | have. 


_ Mr. Chairman: So Sun Life is the only insurance company 
that said fhey are prepared to come. Is that correct? 


The Clerk: That is correct, but they will be repeating what 
the other two, Royal Trust and Mr. Eaton... 


Miss Stephenson: Is there an independently-owned insurance 
sempaby at IS not a mutual? Empire? — All | want to know is 


whether there is an insurance company that is totally independent of 
other financial institutions and totaly independent of the kind of 
corporate concentration, not necessarily financial concentration. 


_ | simply want some information. Can anybody tell me? 
There is one? 


Mr. Chairman: Perhaps we can find that out and we can 
continue this discussion this afternoon. 


Any comment on the Sun Life offer? 
Mr. Ashe: It is the same thing, so what is the point? 


’ Mr. Chairman: Well, Mr. Eaton was not concentrating on life 
insurance. 


Mr. Foulds: That is right, he did not specifically delve into 
life insurance and Its ramifications. ‘ ! 

Miss ee It is what they are saying, they are goin 
to have a replay of the Bronfman philosophy? Is that what it is a 
about? | | 

The Clerk: That is what they said. 
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Miss Stephenson: Are we going to learn anything? 


Mr. Foulds: Why do we not schedule them in on a day when 
we have someone area scheduled as well, and find out? y 


Mr. McFadden: Mr. Chairman, it is just that sometimes when 


ou strike a chord, you do get somebody talking and saying more than 
hey planned to, and that is sometimes useful. 


Miss Stephenson: And it may be in conflict with what 
somebody else said. 


Mr. McFadden: Yes. 

Mr. Chairman: All right. So the consensus then is that we do 
invite Sun Life to come, and that we find out about Dr. Stephenson's 
question. 

And the other area is investment. — 
The Clerk: Investment dealers. Do you wish me to go 


further? At this time, | have sent a letter to Dominion Securities. Is 
there something else you wish me to pursue? 


Miss Stephenson: They are certainly not vigourously anxious 
to come before us at this point. | 


Mr. McFadden: There was another sede that--| do_not 
know--did we invite the Association of Financial Corporations? That 
is not the trust companies, itis the Beneficial Finance, AVCO, 
Household Finance, | think GMAC Credit. They do it in separate bodies. 
lt is nota large organization, but it has been around for quite some 
time. | do not recall us raising it. | Know | did not. 


_. And one. thing struck me, was_ they are 
provincially-regulated. | am just trying to remember the name--the 
Association of Canadian Financial Corporations. 

Miss Stephenson: Ontario division? 
Mr. McFadden: They are head officed in Toronto. 


Mr. Chairman: That is a good idea. Obviously, they are 
interested in our proceedings. 


All right. Any other discussion? 
We will adjourn until 2:00 o'clock. 
The committee recessed at 11:35 a.m. 
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CORPORATE CONCENTRATION 
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Mr. Chairman: This afternoon we have Mr. Bernard Ghert, 
President and Chief Executive Officer of Cadillac Fairview 
Corporation Limited, with us, and we are vel pa MM sir, that 
you have provided us well ahead of time wifh a brief on the green 
paper, the federal green paper, plus your statement to the federal 
committee and the procegenas of the federal comittee a year ago, 
that gave us a bit of background as to your views and those of your 
Corporation. And if you would care to perhaps comment on those 
briefly, we would be appreciative of it. 


Mr. Ghert: Mr. Chairman, ladies and gentlemen, | do not have 
a formal presentation, but | think | will make a few comments which | 
hope will enable you to better evaluate the contents of my brief and 
my appearance at the federal level as well as the contents of the 
sek aus also to evaluate the answers to the questions you might 
want to ask. 


| | have not dealt. with the subject of industrial 
concentration. As that is typically known, it is a concentration in 
individual markets or individual industries. | have mentioned it 
briefly in a note in the brief on the green paper. Basically, Canada has 
to have big companies in individual industries in order to--relative to 
its size and the size of its markets, if we are going to compete 
internationally. 


_It is also a subject which has been well explored by 
economists, and there is a body of knowledge which enables people to 
evaluate the impact of that kind of concentration. And the federal 
government recently passed Bill 91, which is, | think, a sincere 
attempt to deal with that issue, and | think time will tell as to how 
Sco. it will be. Probably quite successful, | think, but we will 

ave to see. 


Another form of size is conglomerate concentration, and a 
particular kind is one where there are no financial interests involved, 
no financial institutions. Conglomerate concentration is simply size 
by putting together a large number of companies or businesses in 
diverse industries. Lately, there has been a fair amount of statistical 
work done on the issue. There is not a body of knowledge or 
analytical background which would Berm us to determine the 
Boe ives and negatives of that kind of concentration. Intuitively, | 
have some concerns but | cannot come to any conclusion because there 
is no way to really analyze it. 
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The other kind of size is one that | call cross-ownership, 
where you have large conglomerate concentration involving both 
industrial and non--or financial institutions. | have been able to 
come to some conclusions in that area, simply because of the 
importance of financial institutions in the functioning of any 
economy, and that Is the issue on which | largely concentrate. 


Another area which | have also touched on briefly is the 
influence of major shareholders. _A major shareholder in a 
corporation may. or may not have significant influence. It is a matter 
of degree, and it is largely dependent upon the circumstances, the 
character, personalities, history, a whole ream of factors as to 
whether or not a major shareholder might or Hue not have any 
nica influence on a company. As to whether it is a good or bad 
influence, | think depends again on the individuals and the purpenes 
involved. | think we have seen examples of it where_|! think the 
influence has been positive. In the case of, | would Say: Royal Trust, 
it has been positive. | would think that in the case of Crown Trust, 
the influence was somewhat negative. . 


The other area | would just like to touch on briefly is the 
importance. Much of the attention in the media has been on the 
question of self-dealing, and | do not mean to decrease the 
importance of that issue; it is an important issue. But | think the 
more important issues are the viability of individual institutions and 
as important as that may be, more important is the stability and 
confidence in the financial system, because without that confidence 
and without the stability, then we in the Canadian economy will not 
perform to, or close to, our potential. 


; And even more important but even more nebulous than that 
is that these kinds of concentrations of power, particularly where you 
have a cross-ownership, and because of the importance of the 
financial system and the speed with which financial assets can be 
moved around and the difficulty in tracing them, | think that kind of 
powse can ultimately have an impact on our political and economic 
reedom, because | think once it grows to a certain extent then if 
there happens to be an accident which causes a great concern in the 
Eopany, it would cause a reaction which we really cannot predict at 
is time. 


Thank you. 
Mr. Chairman: Thank you. Any questions? Dr. Stephenson. 


_ Miss slepvenson Could | ask Mr. Ghert whether you are 
suggesting that seli-dealing, which has certainly been the focus of a 
great deal of attention in this committee and in the media, is a 
secondary kind of concern; that in fact it may be necessary to have 
self-dealing, or permit self-dealing, in order to maintain both the 
Stability of the institution or the viability of the institution, and the 
confidence in the system? 
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Mr. Ghert: No, | am not saying that. |am saying. .. 


_ Miss Stephenson: But you are saying that it is not really 
very important. 


Mr. Ghert: Self-dealing can lead to some of the other 
problems, or the perceptions o He Et leh There does not 
necessarily have to be self-dealing, but the perception that 
self-dealing might be going on or that there may be what | call 
negative self-dealing, in the sense that there may be instructions or 
oe eal ett on the part of management of a financial institution not 
tO tel att the competitors of the controlling interest of a financial 
institution. 

Self-dealing is an important issue but | think because it is 
easier to identify, the press has tended to concentrate on that 
without necessarily looking beyond and seeing what the implications 
might be. So it is the viability of individual institutions ana-- 


Miss Stephenson: Yes. But surely the implications of 
ratte might in fact be a negative impact on the viability of an 
institution. . . 


Mr. Ghert: Yes, | agree. 


Miss Stephenson: ...and certainly a very negative shattering 
of inereee idence of the public in terms of the financial institutions 
as well. 


3 Mr. Ghert: Yes, in the case of--under the green paper, there 
IS ee financial holding comipany structure. | think in limited 
conditions and in limited kinds of transactions, self-dealing within 
the financial holding company structure itself and not beyond that--in 
other words, you may have a general insurance Sombady a life 
insurance company and a trust Company within the financia holdin 

company structure and they may have oun marketing programs, join 
advertising programs and ae like that. | can see some advantages. 
They may nave joint computer services. | think there are a lot of 
synergies and economies in that. 


Miss $ es Yes. The synergies | can accept and 
understand as reasonable directions in joint affairs, but if indeed 
there is an advantage given in terms of funding or financing. ... 

Mr. Ghert: | did not deal with funding or financing. . . 

Miss Stephenson: Okay, but thatis... 


_. Mr. Ghert: | am dealing with the use of, basically, 
GUNA ALE facilities, such as computer systems and things like 
at. 


_ Miss Stephenson: Yes, well, | guess that has not fallen into 
the kind of definition of self-dealing that we have been considering. 
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Mr. Ghert: | think it is dealt with in concept in the green 
paper. 


~ Miss Stephenson: In the green paper, as an excessively close 
relationship rather than self-dealing, but without the kind of concept 
of the less-than-desirable function of providing for support in a 
financial way for those other corporations with which one may have 
aah arrangement or a relationship. Okay. That is what | wanted to 
now. 


Mr. Chairman: Mr. Callahan. 


Mr. Callahan: | have just received your document, so | have 
had a quick look fhrough it. It appears as though your male concern 
is particularly in the field which you are in, the question of financing, 
and the impacts, | Sepp Ose that can happen either in an apheient oran 
actual self-dealing situation. | think one of the ones | read in the 
newspaper article about you was the question of where a financial 
institution may also have an industrial component that may be a 
competitor of yours--or, perhaps in this case, would be a real estate 
component--be a competitor of yours and may deny you financing 
because of the competition. 


Having said that, though, how do you relate that to the 
arguments that are made that concentration or largeness Is necessary 
to compete effectively in the world markets? 


_ Mr. Ghert: You can have largeness in a sense. Canada needs 
large financial institutions. Canada needs large steel companies. 
Canada needs large brewing companies, large merchandisers, large 
forestry companies, large petroleum companies, mining companies, if 
those companies are going to have the capital and the management to 
compete in international markets. But it is when you put those 
together, large steel companies with large mining companies with 
large trust companies, into one bag, that | have the concern about the 
potential for the impact on our economy and our institutions. 


Mr. Callahan: So you have no difficulty with largeness. It is 
just a question of the conglomerate and fhe make-up of the 
conglomerate. 


Mr. Ghert: Largeness in itself can be a problem. You have to 
look at. the costs and the benefits and the methods that are used to 
deal with it, and, as | pointed out earlier, | believe Bill 91 was an 
honest, sincere and a very well thought out attempt to deal with that 
issue. 


Canada will, | think, if it is going to compete, have to have 
large companies relative to the size of our economy. They may be 
much smaller than some of the U.S. companies that they are Competing 
with, but relative to the size of the economy they are still very large 
as compared to U.S. companies. 


Mr. Callahan: Okay. The second question | would like to ask 
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is | notice that you have created developments in the United States. | 
would like to inquire as to whether or not the interest rates that they 
Sue bear any relationship to the risk, as opposed to just simply the 
fact fhat the bank across the street charges the same interest rate 
and that is why you pay that amount. In other words, is there any _real 
relationship between the interest rate and the risk, in the States? 


i het Hie aad Yes. There is a difference between interest rate 
and risk, ana the banks or the financial institutions that compete for 
the business will generally tend to look at the risk in the same way. 
We can notice a difference because in some cases we may put 
guarantees on debt; in other cases, we will not, and of course there is 
a difference for the perceived risk. 


Mr. Callahan: Do you find a different situation in Canada? 
Mr. Ghert: No, it is similar. / 


ie Mr. 2 2080 | will tell you the reason why, and | am lookin 
at itin a very, | am sure, miniscule example in comparison with wha 
you people do in the development business, but | can recall back in my 
Senha life that a client was aa $10,000 on a Pree that 

ad an Sets) of about $180,000 to $200,000, and when the terms 
were being drafted, the interest rate was the going rate. | said to 
the bank manager, it was always my. understanding that interest 
reflected the risk, and he said, no, that is not true at all. He said, we 
on this corner of the street charge this because the bank across the 
Street charges that, and the bank on the other corner charges that. So 
there was absolutely no relationship to the risk. 


Mr. Ghert: In individual situations, you may not notice it. In 
my previous lite, which probably goes back a bit further, | was 
involved in the academic community and at that time | did some 
research. | was living in Vancouver at the time. | did some research 
that covered a perioa of about 15 years, actually about 18 years in the 
Vancouver market. 


Mr. Foulds: Which 15? - 


Mr. Ghert: It was from right after the war, right until 1964. 
And of course, the financial community was less sophisticated than it 
is today, but we were able to trace the difference in the availability 
and the interest rate on financing or purchasing of housing in the 
different areas of Vancouver. And those areas which were the lower 
income and which generally had a lower debt service coverage on 
their mortgages, higher rates of fluctuation of employment, tended to 
have slightly higher interest rates, on average. 


Mr. Foulds: On their mortgages? 


Mr. Ghert: On their mortgages, yes. | think the institutions 
were looking at the perceived risk and said, well--and they do not 
actually go Out and Ban well, | am going to charge you more; It Is just 
a little’ harder to get Tinancing in that particular market, and that is 
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the case when people. . . 


Mr. Callahan: Yes, but | guess what | am Sedu is, let us Say 
that the going interest rate on a mortgage is 11 per Ceni, as it was at 
one point. On a first morgage--a typical property, it is not a 
high-ratio mortgage, it is a person with a job and sufficient means-- 
the thing that bothers me is the fact that that 11 per cent is the 
ceiling; that is the bottom line. Nobody goes below that even mougD 
the risk involved is far less than it would be with, say, a person who 
is Leng 75 per cent of their property and mortgaging it. That Is 
where--I get Oee ED looking through this, you are interested in 
seeing that the market will make the interest work. But it seems to 
me that in cases like that, what has happened is you have got just an 
agreement between all of the lending institutions that this is what 
the interest rate will be and we are... 


Mr. Ghert: Well, in some ways it is a Supermarket approach. 
However, if the person who is presenting a better credit risk, because 
of the nature of the property, the loan, the ratio, whatever the 
reason,spends the time to go shopping, they man get a break in the 
rate. But | guess the expected advantage is maybe not worth the time. 
Maybe you stele save an eighth or a quarter, and people might have to 
spend a lot of time to do that. 


Mr. Callahan: Okay. Thank you. 
Mr. Chairman: Any other questions? Dr. Stephenson. 


Miss Stephenson: Yes. Understanding that you believe, and | 
understand the basis jor your belief, that Canada has to have large 
institutions, and that the federal bill in fact provides for that 
eventuality without--| am not sure--really solving the problems of 
the difficulties that arise as a result of if, | am wondering whether 
you would agree with the position that we heard this morning that. in 
recognizing the importance of size for Canadian financial 
institutions, one must develop specific, appropriate and relevant 
regulatory mechanisms. within government--that was the 
ate ee insure that the problems which could arise, such as 
self-dealing, do not arise and that the specific duties of members of 
boards of directors be more clearly spelled out so that a moral and 
ethical behaviour is in fact legislated rather than simply suggested. 


Mr. 5 | agree, to a large extent. | think that the best 
way to deal wi at particular problem to start with is not to have 
cross-ownership, and even better, but somewhat impractical in terms 


of where we are now, is not to have large, closely controlled financial 
institutions. | think we are too far down the line for that now. 


So | just do not think we should encourage or countenance 
any more cross-ownership, because | think that can lead to the 
temptations of self-dealing, and self-dealing, although you can have 
all sorts of rules and regulations, ou can have boards of directors 
with more specific accountability, it is still people-dependent, and it 
depends who is there at that moment. And we may be fortunate that 
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we have a good group of people there right now, but you do not know 
who is going to be there in the future. So the best ue is to have a 
ara els does not encourage or does not give the temptation to 
self-dealing. 


Miss Stephenson: Which requires rules. 

Mr. Ghert: Rules and structure. 

Miss Stephenson: And structure. Right. Okay. 
Mr. Chairman: Mr. Haggerty. 

Mr. Haggerty: Yes. Thank you, Mr. Chairman. 


Mr. Ghert, in the Business Watch there are some comments 
that | want to make reference to, In particular to--you are talking 
about the rece paper that the federal government have been 
discussing, | Suppose, and the recommendations that followed _ that; 
that is, the report of the Standing Committee on Finance and Trade 
and Economic Affairs. And there are suggestions that perhaps one of 
the recommendations is there should_be a self-governing body 
established; | guess they call it the NFAA, the National Financial 
Administration Eig: O you concur with that report then, in that 
particular area? Because | think your main concern is that the green 
paper--you go on to say, ". . .will lead to an even greater concentration 
of power than we now have, and the exercise of that overwhelming 
~ power could Be ar Mapa change the course of events in this 

country.. There should be limitations on ownership and in particular 
on who Is permitted to Gwn financial institutions." j 


Do you think establishment of this watchdog, if | can phrase 
it that way, would perhaps bring in some control measures in this 
area that would control the special interest groups, you might Say, in 
this area, that they would not have complete control of all the 
financial institutions? | think in the report or in the discussion paper 
there, there are some eight or ten families. . . 


Mr. Ghert: Any watchdog, or if you want to call it an agency, 
is not--| mean, It is_going to help, but it is certainly not going fo 
make it. foolproof. ere was--public knowledge, because it was 
dealt with at one of the federal hearings--in the instance of a 
shopping centre which Cadillac Fairview ultimately bought. from 
Genstar, there was a situation where the--| guess, was it the 
Superintendent of Insurance, | think--it turned down a transaction 
that Genstar had wanted to do with Canada Permanent, and they found 
another way to do it which got it out of the purview of the Selb 
but it in fact was doing the same thing they were not supposed to do. 


Mr. Haggerty: So following. . . 


Mr. Goett Now, if Genstar had not owned Canada Permanent, 
then there woulda have been no need or temptation or requirement to 
do that transaction. 
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Mr. Haggerty: So it goes back to the previous question one of 
my colleagues raised, that it should be perhaps done by regulation 
more so than a self-governing body. 


Mr. Ghert: M'hm. But even, as | say, regulations cannot deal 
with it. There is a regulation that dealt with the specific situation. 
The regulators said no, do not do that, and another way was found to 
do it which technically took it out from the purview of the regulator 
and still accomplished the same end. 


Mr. eens Well, would you Rye in comparison, drawin 
to the type and style of conflict of interest that goes on in the Unite 


States and the body that reviews all of this, would you 
prefer--perhaps it may be better that maybe a body of the legislature, 
ora committee or a commission be appointed to review any... 


Miss Stephenson: You have got to be kidding! 
Mr. Ghert: No. You would never get anything done. 


‘ere cE oe But you are talking about regulations. No, | am 
not kidding about It. | mean, this is the process that is done there 
that if there is any question of conflict of interest or power going to 


one or two companies over there or the individuals can take over that, 
eNetic 


Mr. Ghert: You are talking about the FCC. 


evil oe Yes. If it is not strong enough here, then is 
that fair that you snhould.... 


= 


Mr. Ghert: Well; Bill 91 has--| mean, we do not have FCC, 
but they ago nave a tribunal where a proposed merger or business 
combination is subject to the review of that tribunal, if the 
administrator so determines. But ne ee not view individual--the 
FCC, nor is it the mandate of the tribunal to review individual 
transactions within a group of companies that are already 
established, and | just do not see how you could do it. 


Mr. Haggerty: Well, Congress has that power, if they find out 
that a merger is not in the best interests of the public as a whole. 

Mr. Ghert: That is talking about going into the merger. But 
once it is there, once you have the pusiness combination that is 


already there, Congress does not get involved, or the FCC does not get 
involved in the supervision of that. 


bo But there is always--there is a safety valve 
in their style of government. 


_ Mr Ghert: | may suggest that some of the problems they 
have in the U.S. are every bit aS concerning as we have in Canada. 
There have been numerous savings and loans institutions that have 
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had very bad financial problems. There have been a lot of them that 
have gone under; a lot of them have combined with others; a lot of 
them have been saved, some of the smaller banks, regional banks. And 
again, if you look at the ownership structure of those you will find 
that you usually have some sort of cross-ownership or a major 
shareholder whose interests are being served. 


iy OMr. oe Which. could fracture the system, though, 
could it not, because If a special interest. . . 


| Mr. Ghert: The best way to avoid that is to not have that 
cross-ownership. y 


Mr. Haggerty: But if the system of, say, a watchdog here 
that would have some direction, perhaps stronger direction in this 
area that you would not have some of these harsh takeovers of 
certain, what, financial institutions here in Canada. And if you_look 
at Genstar and | guess it would be Permanent Trust and Canada Trust 
and that, why, the. .. | 


Mr. Ghert: Well, that is subject to review now. 
Mr. Haggerty: Well, it is up for review, but... 


Mr. Ghert: No, no. What! mean is the tribunal established 
under Bi would have to--would be entitled to review those 
transactions before they take place, | cannot recall the time period. 
| think there is a 21-day notice period, they have to come up with a 
decision within 21 days, and | think they can ask for an extension. It 
is a very complicated matter to review in 21 days because you have to 
look at the costs and the benefits and the impact on the Canadian 
economy and on consumers. | 


It is not the intention under that bill to stop all mergers. 
In fact, | think there is an expression that market concentration in 
and of itself would not be a reason to stop a merger if there were 
significant collateral benefits to the merger as far as the Canadian 
consumer and the Canadian economy were concerned, in terms of jobs 
and all the other factors that are to be considered. 


Mr. Chairman: Dr. Stephenson has a supplementary. Then Mr. 
Foulds ana Mr. Ashe. 


Miss eer My supplementary relates to the fact that 
ou have intimated, in fact more than intimated, that the ingenuity of 


he business and financial community is such that almost any rule or 
regulation could in fact be circumvented. But what you afe really 
saying is that you are going to have to have a legislated prohibition of 
cross-ownership. Now, the question | want to ask you Is, Can you see 
that ingenuity extending to finding ways to circumvent that 
legislation as well? 


_ Mr. Ghert: No. Very, very difficult. You would have to have a 
lot of informal arrangements at very high levels in order to 
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circumvent that, and that would mean that people would never be able 
to have a falling-out over a long pence of time, and that Is very 
unlikely. So people would not take that step. 


Miss Stephenson: Knowing human beings, | think you are 
probably right, yes. 


Mr. Chairman: Mr. Foulds. 


Mr. Foulds: Can you give me a fairly simple definition of 
what you mean when you talk about cross-ownership? 


Mr. Ghert: Cross-ownership is a business ownership 
structure where you have financial and non-financial enterprises 
controlled or having a common controlling interest. So you might 
have a trust company owned by an industrial company, or you might 
have an industrial company and a trust company owned by a 
common--controlled by a common shareholder. 


Mr. Foulds: If you do not nev ea VOU are talking about 
ownership or control. Do you see any problem in having partial 
ownership or control on a cross basis between... 


Mr. Ghert: Shareholdings of up to maybe 10 or 20 per cent 
might make some sense, and there may be special rules for smaller 
institutions which do not quite have the power but need Wie Se pRery of 
a major shareholder to get them started. But even then, in Ontario, 
we have seen some of the problems that that suggests. 


Mr. Foulds: So off the top of your head, and | certainly would 
Hen eke you to absolute account on this, what would be your top 
imit’ | 


Mr. Ghert: Twenty per cent. 
Mr. Foulds: Twenty per cent? 


Mr. Ghert: Yes. 


Mr. Foulds: | have been reading some of the articles that are 
basically an adaptation, | gather, of a speech you gave in Vancouver, 
and one of them was in the Star, and you indicated that, and | quote: 
"As an example of what is going on, | know of an instance where if the 
witnesses were required to testify under oath, they would tell about 
one financial institution which had instructions from senior 
executives to the parent non-financial company to refuse a loan to its 
competitors." | gather that was in 1985. 


Mr. Ghert: | do not know when the transactions would have 
taken place. 7 


Mr. Foulds: Do you know if that is still true today? 
Mr. Ghert: | have no idea. | do not know the actual 


F-11 


transactions. At the June sitting of the parliamentary committee, | 
was called as a witness and | do not recall whether | had to give them 
the names. They already knew the names of the individuals and they 
had already interviewed those individuals. So whether they got the 
information from those individuals or not, | do not know. 


Mr. Foulds: Do you know of any other instances, or is that 
the only one that you know of? 


Mr. Ghert: Probably just hearsay. | have had a lot of people 
call me and give me other examples, and you do not know--it Is very 
difficult to evaluate because sometimes people have a particular row 
to hoe, have a particular bias. So it is very difficult to evaluate, and 
what | have done is | have basically just puf them out of my head and 
not worried about them, because | cannot--there is no way | can trace 
them down, and | really do not have the time. . . 


Mr. Foulds: Life is too short. 


Mr. Ghert: | do not have the time or inclination to trace 
them down because | really do not want to deal with the specifics. 
But | like to deal with the policy matter and on the conceptual basis. 


yeseasaer bo On that conceptual basis, if financial 

institutions GO not own large industrial corporations, and if large 

industrial corporations do not own financial institutions, who does’ 
Mr. Ghert: Shareholders. — 


: Mr. Foulds: Well, are you not getting into a circular 
argument? y : 2 


Mr. Ghert: No, because you can have--you can go from 
the--you asked me what would be the limit; you can have a group of 
individuals each owning 20 per cent of a financial institution. 


_... The. key thing is that the shareholder of. the. financial 
institution, either his stake in the financial institution is not so 
large as to concern him relative to his other interests, and also--or, 
to look at it from the other direction, if a person does not have a 
major interest in anything other than a financial institution--he 
might have a minor interest--but has a major interest in a financial 
institution, their sole concern and focus is going to be what is good 
for that financial institution and not how it is going to impact their 
other interests. 


Mr. Foulds: And you are seeing that as--spell this out for 
me--a good thing or a bad thing? 


Mr. Ghert: That is a good thing. 
Mr. Foulds: It is a good thing. Also in that article you 


indicated something that at least two of our other witnesses, Mr. 
Eaton and Mr. Jackman, in my interpretation, indicated really did not 
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Leena and you said that there is a top management coalition that 
effectively controls most corporations. | do not think | am 
misquoting you. 


Mr. Ghert: Misquoting them or me? 


Mr. Foulds: You. 
Mr. Ghert: No, you are misquoting me. 
Mr. Foulds: Well, then... 


“Mr.Ghert: If | could put words into Mr. Eaton's mouth, he 
would say that a top managment coalition controls the banks because 
there are no major shareholders. 


Mr. Foulds: Right. 
Mr. Ghert: He would say that, | think. 


Mr. Foulds: The Star article says, and | am quoting directly, 
"It..." and T have to go back to--l think you are talking about 
concentration of economic power. 


Mr. Ghert: Yes. 


_ Mr. Foulds: "It can provide excess rewards, pecuniary or 
Bue eeG, to the top managment coalition that effectively controls 
e group. 


Mr. Ghert: Yes. That comes directly out of the brief. 


Mr. Foulds: Now, would not that top management coalition 
exist or be more likely to exist if there were a number of diversified 
and small shareholders? | 


nit MpsGhersnY¥ess But age00 even in that case you should not 
permit cross-ownership. Even if you have broad shareholdings, you 
Should not permit cross-control of financial and non-financial 
institutions, because that is where the risk is. 


| mean, you might have a large industrial corporation with a 
very broad, diverse shareholding, and it takes longer in that kind of 
situation for the board of directors to have an impact on management. 
Again, it depends on the individual character and personalities. But if 
you have a very broad shareholding and you have a board of 
directors--] have Seen changes in Canada where companies were not 
well managed, or there have been particular problems, and it may have 
taken a year or two more for the board of directors to do something 
definitive about it, but it usually does happen, because the directors 
are responsible and have a responsibility to the shareholders of the 
company. 


Mr. Foulds: That may save the company but does it save the 
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interests of the other players? In the case of financial institutions, 
depositors, shareholders; in the case of insurance companies, 
policy-holders; in the case of the resource sector, often whole 
communities. | 


Mr. Ghert: But even where you have them closely held, it 
does not say--you had Crown Trust. You had a major shareholder 
controlling that and the major shareholder had a major influence on 
management. So it depends on the strength of character, the 
personalities, how well the company is being managed. 


If the company is Beng We managed it is very difficult for 
a major shareholder, even if he wants to do something which 
management does not want to do, to impose his will, because he 
knows he has got a company that is being well managed and he is not 
going to risk that and risk alienating the management. Also, it is very 

ifficult to get management to do things. You can stop them from 
doing things. You can subordinate; you can stop them. It is hard to get 
them to do it if they do not have faith in it. 


Mr. Foulds: Let me just switch the question around a little 
bit. Is a top management coalition then just as difficult or possibly 
harmful as cross-ownership? 


Mr. Ghert: No. 
Mr. Foulds: Why not? 


Mr. Ghert: Because you are not causing what | would call the 
broad economic and power risk--power coSst--economic power, 
potential political upset that you have from cross-ownership. | mean, 
you may have a company in which the directors are having difficult 
coat te the management or making management changes, in whic 
the directors are not doing their job, and of Course it is going to be a 
risk to the shareholders of whatever that particular company is, 
whether it is a real estate company, steel company, car company. But 
the shareholders are taking their chances in that situation, and they 
eetice ep they are in the marketplace; they should evaluate 

at. 


But if you combine--if you then have that broadly 
controlled company now--you now have pay a major trust company. 
Now you have the management coalition in that industrial corporation 
effec pe ene a major financial institution, and with all the 
same potential conflicts and self-dealing that you would have if it 
was one individual who had a major steel business that owned a 
major trust company. 


So what | am saying is, cross-ownership in either 
circumstance presents the same potential risks. 


Mr. Foulds: Okay. 
Mr. Ghert: | do not know if | have gotten that across. It is 
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not an easy subject to deal with. 
Mr. Foulds: No, it is not. Sorry, go ahead, Bette. 


Miss Stephenson: Does that mean that the management 
coalition which is inherently bad in one situation then, in your mind, 


by osmosis or by direct infiltration begins to effect... 


Mr. Ghert: The financial institution, if you have 
cross-ownership, whereas if you do not permit the sross-ownership 
you do not have that risk. 


That does not mean that a major steel company or a car 
company or a real estate company might not have its own problems, 
but you do not compound it and you do not create that, what | call a 
RES AN a ee power base. Financial institutions are tremendously 
powerful. 


Miss Stephenson: | guess our concern is that we have heard 
on several occasions in the last couple of weeks the statement that it 
was well nigh impossible to have effective management within a 
financial institution unless there was a major shareholder, and the 
major shareholder did not necessarily have to be.... 


Mr. Morin-Strom: l.e., the bank. 


Miss Stephenson: No, no, no. 
Mr. Foulds: No, not necessarily. 


; Mr. Morin-Strom: You just said it could never happen. You 
are implying that... * 


Mr. Ghert: Can | interrupt? Some of our Canadian banks 
happen to have excellent management, and they are widely held. They 
are recognized around the world as being very well managed. So you 
can have wide--and they are very--even the chief executive officer at 
one of the banks told me when he read my brief that he knew about 
that kind of circumstance. He was not prepared to disclose it to me. 
| mean, they are very concerned about their relationships with the 
public, with their customers, with their shareholders, with their 
depositors, and how they behave. | think the reputation they have is 
very good, and they are widely held. : 


| mean, you can ee whether Chrysler Corporation is a 
well managed company or not, but there is another company that is 
widely held. Fordis... 


Mr. Foulds: It has its ups and downs. 
Mr. noes It has its ups and downs. Ford is a more closely 


held corporation. Is one better managed than the other? | think a lot 
of it depends on the individuals that are there at that particular time. 


F-15 


Miss Stephenson: Yes, but surely that is the factor, rather 
than the rule that you have to have a major shareholder in a financial 


institution in order to have efficient management. 


Mr. Ghert: No, it is not.necessary. Dealing with Cadillac 
Fairview, we went through a bad time a few years ago and we had a 
major shareholder heading the company and he got us into a lot of 
trouble. We still have a major shareholder but it is a different major 
shareholder, one who was there at the time but still very passive. 
Now, if | was doing things they did not like or was not running the 
company, | am sure | would hear from him. 


Mr. Foulds: | am quoting from an article called Business 
Watch by Peter Newman, entitled “Breaking Ranks with the Family." 
‘There are two quotes that he attributes to you. One is: " Without 
limitations on ownership of financial enterprises, adoption of the 
policies outlined in the green paper, . . ." and that is the federal green 
paper, Py: .would lead to an even greater concentration of power than 
we now have. 


_ Mr. Ghert: Do you want to know why? 
Mr. Foulds: Yes, and how. 


_ Mr. Ghert: Why and how, because the green paper was 
promoting the organization, the fact that in some cases--and was 
making it all mandatory te have financial holding companies. So that 
if a group Owned a number of different institutions, it had to put it in 
within a financial holding company and that holding company was 
permitied to set up a new kind of bank; it was going to be called a 

chedule C bank. That was creating an enormous power base. 


Mr. Foulds: In the financial holding company. 


Mr. Ghert: In the financial holding company, where you had 
cross-ownership. A tremendous power pase. hes y 


Mr. Foulds: You also say in the article, or you are quoted as 
saying: "Dispersal of private economic power is thus one of the ways 
to preserve the system of private enterprise.” 


All of the trends that we see happening go the other way, 
towards concentration rather than dispersal. Do you have an 
suggestions for mechanisms of dispersal rather than--[ mean, as well 
as legislative prohibitions, which you have indicated can be 
circumvented? | mean, you have put me in a state of total despair! 


Mr. Ghert: | am Spek eile ane rules can be 
circumvented by people who are ingenious and really want to do that 
and set their mind about it. | think the cross-ownership is virtually 
impossible to circumvent, the prohibition on cross-ownership. 


_ And as | said earlier in my introductory remarks, | have not 
come--although | have some intuitive feeling that conglomerate 
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ownership, leaving aside financial institutions, is a potential risk, | 
have not come to any conclusions about it because | really do not have 
a sees of knowledge which | can go back and analyze. But it is when 
you Start dealing with getting the financial institutions into the same 
package--the financial assets move around very quickly and are very 
powertul. They are very liquid, very mobile. 


Mr. Foulds: | think that is a point that you make very clear. 


Mr. Ghert: Yes. They are very liquid. They are very mobile. 
They can move around. They can have an immediate impact. Real 
assets--in other words, managing a real estate company or a steel 
company--real assets can sometimes hold the managers and the 
major shareholders hostage, because they have to be managed; they 
cannot be sold so quickly; they cannot be moved around. You are ina 
certain business. | mean, you just cannot.... 


Mr. Foulds: There are not many people who want to buy a 
used steel mill or a used pulp mill. arises te 4 


Mr. Ghert: No. So you can sometimes be a hostage to those 
kind of assets. 7 7 


Mr. Foulds: Thank you, Mr. Chairman. 


Mr. Chairman: Just in supplementary to your last answer, 
ag ee say that the cross-ownership cannot be prohibited, you did not 
eel’ 


Mr.  Ghert: | do not think that--prohibition of 
cross-ownership would be very, very difficult to circumvent. 


Mr. Chairman: All right. 

Mr. sen | am sure some smart lawyers might be able to 
put their mind to it. | think it would be very, very difficult. 

Miss Stephenson: Well, let's not give them the idea! 


Mr. Foulds: They are already thinking of it. 


Mr. Chairman: Mr. Ashe. Then Mr. Callahan and Dr. 
Morin-Strom. 


Mr. Ashe: Thank you, Mr. Chairman. 


Mr. Ghert, in a sense it is following along on the same line 
that we have been on the last 10 or 15 minutes, and it is to do with 
financial institutions and control or cross-control, albeit in this case 
indirectly. We have had some--! think more than one testimony 
before us in the last couple of weeks that--well, sald it in very 
simplistic terms, that a significant percentage of boards of directors 
and financial institutions are payofis to pee customers, and that--| 
do not think anybody put it down in exact percentage terms, but | 
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think the word "significant" was used. So there again, even without 
ownership, | think what.was at least nBieListe is that a good customer 
can have a rather significant input on the operation of the financial 
institution which, depending on the size of the board, depending on the 
groups that kind of may come together, may not be in the 


Have you seen that? Do you agree with that? Do you think 
that is any cause for concern? 


Mr. Ghert: It is a very difficult question to deal with. lama 
director of a financial institution and it lends money to our 
competitors. 


Mr. Ashe: That was actually going to be my next question. 
ee you or any of your other senior management directors of financial 
institutions‘ 


Mr. Ghert: | am a director of two financial institutions. | 
mean, that is public knowledge. One is Canada Trust and the other one 
is Wellington Insurance, which is part of the Trilon group. _The 
chairman of our company is a director of the Toronto Dominion Bank. 
You are only permitted fo be a director of one financial institution. | 
think once you are a director of one financial--a bank or a trust 
company, you cannot be a director of another bank or trust company. 


Mr. Ashe: You can be one of each? 

Mr. Ghert: No. One or the other. 

Mr. Ashe: One or the other. Well, is there any-- 

Mr. Ghert: But we do as much business with other banks as 


we do wi e Toronto Dominion Bank, and they do not necessarily 
give us the best terms. 


Mr. Ashe: There should not be the same concern, if you will 
for a bank, for the reasons we have all aqiene to and talked about. | 
mean, generally they are big; they are broadly held, and any one 
customer, in the major banks anyway, Is a relatively small cog In the 
whole operation. 


Mr. Ghert: There are very strict rules in Canada Trust with 
regard to dealing with directors and dealing with organizations in 
which they may have-- 

Mr. Ashe: That is more a corporate policy rather than law. 

Mr. Ghert: Yes, but that could be incorporated in the law. 

Mr. Foulds: Sorry. That could be incorporated? 

Mr. Ghert: That could be incorporated in the law. Some of it 


is already part of the law. But a director of Canada Trust, even if 
something is being discussed regarding his particular other interest, 
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he is not even permitted to be in the room. 
_ Mr. Chairman: Just one thing. . . 


Mr. Ashe: Well, | will be finished with this last little bit, 
just along the same line. Is there any difference plus or minus, in 
your view, of senior management being on a board, versus senior 
Shareholders? For example, the Bronfmans being on the board of 
financial institutions, or the Reichmanns? 


_ Mr. Ghert: | do not think it makes much difference. There is 
a certain degree of concern, | cannot aay, it is a large degree of 
concern, of a wide range of interlocking boards of directors. My 
observation is that directors have been very careful in those 
circumstances, but the fact of life is that companies are finding it 
harder and harder to get directors. They want directors who have 
business experience, who have experience at senior levels in 
goveroment, who can help them with contacts, and the risk of being a 
director is getting to be greater. There is certainly far more work 
involved than there used to be 10 or 15 years ago. 


So it is getting more difficult to get directors, and in fact 
in the United States they are having a very difficult time because of 
the potential legal liability there. 


Mr. Ashe: Well, of course that is the big one, | guess. If you 
are not having liability insurance protection provided | understand it 
IS practically a no-no. 


Mr. Ghert: Well, many Canadian companies do not get to give 
directors--do not buy direcfors and officers liability insurance, 
although they will indemnify the directors. But the Ontario statutes, 
for Ontario companies and federal companies, impose limitations on 
the depth and the breadth of that indemnity. 


Mr. Ashe: Okay. Thank you, Mr. Chairman. 

_ Mr Chairman: If | may ask a couple of supplementary 
questions. You are on the board of directors of what? 

Mr. Ghert: Canada Trust and Wellington Insurance. 

Mr. ena te Now, ypu have become aware, aS a member of 
the board of directors, of the circumstances of loans to your 
competitors? 

Mr. Ghert: Yes. 


Mr. Chairman: How do you handle that? You became aware of 
some of their problems and their reasons for borrowing... 


Mr. Ghert: Well, what you see is you see a summary of the 
loan, and there Is usually enough information to help you evaluate the 
credit, but you do not--in four or five pages you do not get to see a 
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lot of the detailed information about a competitor. You pela see a 
balance sheet, income statement; you see a discussion of the quality 
of the credit from the lending officer's point of view. 


Mr. Chairman: But you do not--sorry. 


Mr. Ghert: You are sometimes asked to comment, if it is ona 
particular piece of real estate, as to whether the projections make 
sense or not. In that circumstance what | normally would do is deal 
with some of the operating people in Cadillac Fairview and get their 
best estimates of what they thought the rents in that particular 
market would be, and operating expenses, to see whether they are 
es hose in line. So in a way it is a service to the institution as 
well. 


Mr. Chairman: What about a circumstance where it might be 
some real estate that Cadillac Fairview might be interested in? 


Mr. Ghert: | am just trying to think if there has been one. 
There was one particular piece of real estate where there may have 
been a--there was not necessarily, but there may have been a 
conflict, and there was an executive meeting. It was being dealt 
with at an executive meeting of the board of Canada Trust. | did not 
attend the meeting. 


Mr. Chairman: You purposely did not attend those meetings. 
Would you alert your own firm, though, to the effect that your 
competitor was... : | 


Mr. Ghert: No. But the risk certainly is there that--it is not 
that--we already knew the competitor was dealing with it. So it is 
not that we did not know. It is just that the loan happened to come 
up. ? 


Mr. Chairman: What about a circumstance where you might 
only become aware of it through your position on Canada Trust Co., 
and then you might. absent yourself from a board meeting but still find 
yourself the following day facing a proposal from within your own 
company that you might become aware is not as viable for your 
COD any to be involved in because you know the other company might 
ke ie ved in it? | am getting a little convoluted, but if you know 
what | mean. 


_ Mr. Ghert: No, 1 do not. Because there is a competitor going 
after it, we would no longer decide to get involved in tha 
transaction? 


LNT: eae Well, supposing you became aware of 
something in the neighbourhood, say across the street, that was going 
to be, say, a shopping plaza, and you knew--and then suddenly you 
came into a meeting in your own company where there was a plan for 
a shopping plaza based on a Survey which determined that there was a 
need for one shopping plaza in that area, not two, and yet you were 
aware that there was a competitor who was working on the plan 
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across the street. Let us look at that problem. What would you do? 
Mr. Ashe: Very hypothetical. — 
Mr. Ghert: | do not know. It has never happened. 
Mr. Ashe: The planning process would take care of that one. 


Mr. Ghert: Well, | was going to mention that but | did not 
want to bring in particular Ontario problems because you do not 
have--! mean, it Is different in Quebec; you can have a different 
situation. Hopefully, we would have known anyway. _If we did not, 
there is something wrong with our management. But there is a 
possibility you do get some information about a competitor that you 
would no DernaeY ave which may have an implication on a business 
decision you might make. There is no question about that. 


Mr. Chairman: | guess a lot of your decisions depend on 
tentacles of information, in any event. 


_ Mr. Ghert: Yes. There has been an instance where | have--a 
transaction in which the trust company has been involved in; | did not 
think it was, from the trust company's point. of view, a particularly 
good transaction. | expressed my point of view. That eereiOly did 
not stop management and the other directors. When it involved real 
estate, that was my point of view. It had nothing to do with a 
pote al conflict or anything. It was just--you know, they thought 
otherwise. 


Mr. Chairman: Yes. Mr. Callahan, and then-- 
Mr. Ghert: It was not a matter of winning or losing. That is 
your point of view. : q 


Mr. Chairman: Mr. Callahan. 


_. Mr. Callahan: | think some of the questions have been asked. 
| was interested in you being on the board of Canada Trust Co. and 
Canada Trust and the difficulties you might have. 


| hope you will not take offence with the next question | am 
going to ask. Obviously, whether it be fact or just perception of the 
ublic, the peels Sel, coe was, | Suppose, In some respects 
inked in the headlines with the turnover of large numbers of 
apartment buildings and the subsequent events with Mr. Player and 
two eS companies. And | have to ask this, just as a matter of 
Curiosity. . . 


Mr. Foulds: You do not have to, you are just going to! 


Mr. Callahan: Did your interest--and | am not commentin 
whether | agree or disagree with your comments on the question o 
these cross-ownerships, or whatever you call them--did that initiate 
that concern, or spur it on? | 
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Mr. Ghert: No. 
~ Mr. Callahan: You had it prior to that? 


Mr. Ghert: | had some concerns for--| cannot pinpoint when 
they started, but it has been sort of a principle | have had in the back 
of my mind for a long time, and it was the green paper that really 
brought it to focus for me because | could see where we might head. | 
must tell you, the press has been very careful about the involvement 
of the Cadillac Fairview name with the subsequent flips, so | am not... 


Mr. Callahan: Welll, | am not for one minute suggesting that 
that was linked. All Tam saying is that... 


Mr. Ghert: There was a tendency early on... 


Mr. Callahan: That had to be a devastating experience for 

Our company in light of all of the subsequent press activity about 

ow they were flipped and how trust companies were in fact allegedly 
used in a fashion such as that to finance... 


Mr. Ghert: To be rather blunt, my initial reaction was reall 
quite different. : 4 


Early in the morning | got the G/obe, looked at it and saw 
that the apartments had been sold to some Arabs for $500 million. My 
initial reaction was to find--at 6:30 in the merRIAG wake up the 
lawyer who worked on it, in Florida, and ask them if there was goin 
to be a Foreign Investment Review Agency problem, because | knew a 
the time that the price was the best you were ever going to get, that 
we had sold it at. And | was not worried about the $500 million, | did 
not know how it was put together, but | was certainly concerned 
about whether we were going to have a Foreign Investment Review 
Agency problem, because | did not want to get them back that time. 


So that was my concern. Others may have had other 
concerns, but that was my concern. 


Miss Boe Actually, | fought your first concern 
would be why on ea id we not sell them directly so that we got 
that--because you knew that was an inappropriate price. 


Mr. Ghert. There is just no way that a real price of $500 
million could have prevailed. | tould thinkc of ways, since if you were 


going to deal with Arabs and there are certain religious proscriptions 
in the Moslem religion of having interest, of ways to structure a 
transaction which would look like $500 million, which in the end was 
really a way of paying interest, or something like that. There are all 
sorts of ways. 


And then after a couple of days--| never really knew the 
other parties involved in the transaction, and | had looked at some of 
their promotional material and found that they had been putting 
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together MURB's for some time in their companies and therefore | 
understood how ee this transaction. It was a typical MURB type 
of transaction. That is Multiple Unit Residential Building, which is no 
longer a possibility under the Canadian Income Tax Act. But it never 
occurred to me for a moment that there was not a deposit somewhere. 
But there was not. 


Mr. Callahan: Do you see any--you have indicated this 
relationship between, say, various types. of industries and trust 
companies. What about insurance companies and trust companies? 
Would you carry it that far, to say that there should not be this 
cross-ownership there either? 


Mr. Ghert: | am on the public record in the brief as saying 
that | favour a financial holdin compat structure, where you might 
have an insurance company and a trust company. 


Mr. Callahan: Because there is--| am sorry, go ahead. 


Mr. Ghert: And there are some opportunities and potential 
conflicts on self-dealing within the various constituent parts of the 
financial holding company. 


Mr. Callahan: Let me give you an example, which! am sure 
each of us have been lobbied on this issue. There is a firm in the 
United States that markets insurance something like--at least it is 
reported, something like--what is the name of that company? 


Mr. Ghert: Allstate? 


Mr. Callahan: Amscam, or--Amway. Like Amway. And their 
treatment of it is this: they do not sell you--they ry to persuade you 
not to buy whole life but to buy term, and then fhe money that is 
saved you for the term, you invest in investment vehicles. | do not 
know whether they have purchased an insurance company or purchased 
an Investment company to be able to do that type of--have that type 
of range of activity. 


Mr. Ghert: | have no idea. 


Mr. Callahan: But would you not agree that along the lines of 
what you have tola us--maybe not totally analogous but somewhat 
Similar in terms of being able to use one for the benefit of the other, 
that if in fact this company does own an investment house or an 
investment company through which they can channel these moneys, 
that there coulda be a very significant conflict there in terms of fhe 
consumer, in that they might be sold an inappropriate type of life 
insurance He to free up some more money so it could be put into this 
investment vehicle? 


Mr. Ghert: Well, you are dealing with tied selling in that 
case, an Ink In fact, under the federallt overnment's committee, 
they sort of said you should not have tied selling. 


ezo 
Miss Stephenson: Tide selling is very clean? 
_ Mr. Ghert: Is it? 


Miss ee | do not know. That is what | am asking. 
It sounded like a detergent, "Tide," and | wondered why. . . 


Mr. Ghert: So that is one salesman selling insurance, for 
example. You can have that in Canada today. 


Mr. Callahan: Yes. The way | am looking at it is if the 
directors of the insurance company are also the directors of the 
investment company, then clearly there is a danger in the directors of 
that conglomerate making bad business decisions in terms of the way 
their people sell insurance or the pe of insurance they provide in 
order to maximize the open-ended bucks that would be saved to put 
into their investment comapny. | find that to be very analogous to 
some of the examples you nave given of the unity of two companies, 
of an industrialized wifh a financial institution. 


Mr. Ghert: There you have the tied selling of a product, 
selling two products, two different companies, by one salesman. 
There is no question that is a problem and the green paper, | think, 
dealt with that, and also the federal government's committee dealt 
with tied selling. And | think that most Canadian financial 
institutions that are not independently owned try to avoid that, but 
there may be co-operation between diverse institutions, not 
commonly held, where you have joint marketing. 


_. Mr. Callahan: Or take another example, Eagle Star Insurance 
owning a real estafe company. | cannot remember which one they own 
but they own--l think it Is Trizec. 


Mr. Ghert: They did at one time control British Properties, 
which owned a conirolling interest in Trizec. ip 


3 Mr. Callahan: Trizec. All right. So they sell a house to--a 
large subdivision fo people and they tie the Eagle Star insurance 
policy with the sale of the house, and it becomes a condition of the 

urchase of the house that you have to take a transfer of the Eagle 
Star policy. You cannot cancel it, you have got to take it. You cancel 
it afterwards if you want. Is that not a similar situation, analogous 
to what we are talking about in having a conglomerate making 


decisions? 


Mr. Ghert: Trizec was not in house-building and Eagle Star, 
as far as | was aware, was a life insurance company. But you could 
have a situation where you have a lender on a mortgage--most times 
when you want to buy a house you have to get insurance to satisfy the 
lender, and you are applying for a loan, and the lending officer in the 
trust company or life insurance company or whichever it is, or bank, 
if they have some tie with an insurance company, SURE well, | 
think you ought to go across the street and see Joe right now to 
arrange your insurance and we can approve the loan right now. 
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Mr. Ghert: That is analogous. There is an implication that if 
you deal with so and so, we Can approve your loan more quickly. 


Mr. Callahan: And it is analogous not ony from the 
Sele of actual problems or conflicts, but certainly apparent 
conflicts. 


Mr. Ghert: But you do not have to go deal with Joe across the 
street. You can go to any other insurance broker you want. 


Mr. Callahan: | do not know. | have seen instances of that 
where people had to take transfers in Eagle Star policies as a 
condition of the agreement of sale, and if | recall correctly the land 
company, maybe not on the first instance but certainly behind the 
scenes, was a company that was linked with--that is my recollection. 


Mr. Ghert: It is one thing at a commercial level. It is 
another thing at a consumer level. | would be more concerned about it 
at the consumer level than at the commercial level. 


Mr. Callahan: Thank you. 
Mr. Chairman: Dr. Morin-Strom, and then Mr. McFadden. 


Mr. Morin-Strom: Thank you very much. | think this is really 
significant ee eee we are getting today, and | Ce appreciate 
the openness with which you are speaking to us, Mr. Ghert. 


| wonder if you could give me a little bit of background on 
your company, let us Say in terms of total assets, how much of that is 
in real estate, the total number of employees. 


Mr. a About $3 billion. Just under 2,000 employees in 
lal cle a and the United States. About $3 billion, Book Ale of 
e assets. 


A lot of our work is done under contract. | mean, since we 
are a real estate development company, we usually have contractors, 
subcontractors building most of our office buildings. The security 
and cleaning are contracted in some of our shopping centres. So it 
does not represent our total potential involvement with people 
working in Our properties. 


Mr. Morin-Strom: That is primarily real estate? 
Mr. Ghert: All real estate. 


Mr. Morin-Strom: All real estate. | would think, given that 
number of... 


Mr. Ghert: And none of it is housing either. We are only in 
large commercial--office buildings, Shaaaie centres and industrial 
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Mr. Morin-Strom: Often we talk about capital-intensity of 
an industry. [he steel industry is usually accused of being one of the 
more caplital-intensive, and | think it--to compare there with the 
steel a. a steel plant which had assets of $3 billion, you would 
probably be talking about a steel plant about the size of Stelco. | am 
not sure Stelco even has assets that P19. And there you would be 
talking about something in the order of 15,000 to 20,000 employees. 
So just based on those--the comparison of the assets and employees, 
it would look like your holdings are perhaps ten times as 
capital-intensive as the steel industry. 


Mr. Ghert: They are certainly capital-intensive. 


Mr. Morin-Strom: So given that, it would seem that given 
that capifal-intensity, the importance of peltng the best possible 
rates from the financial borrowing sources that you are involved with 
would be absolutely critical to your operation. 


Would it be fair to say that one of--a concern perhaps, | do 
not know, pernaps you are not expressing only the concerns of your 
SSRs ut in terms of your company's operation would it not be 
vitally important to your Company that in fact capital markets are 
fair and not_being--not available for manipulation by your 
competitors? Could that be one of the concerns? 


Mr. Ghert: That is a potential consideration. | must say, 
though, that we do business with London Life, it is controlled by 
Trilon. It is Brascan. Trizec relationship. We do business with Royal 
Mere So in terms of what is happening in the market today, no, if is 
not a concern. 


But | say sure, it is a potential, and that is why | am 
looking at it--if you wanted to look at it from just a narrow point of 
view, that would be a narrow concern, but | am more concerned about 
the broad issue of what that is going to do to the consumer and to the 
etediee economy and the poiential political impact it could have in 

e future. 


Mr. Morin-Strom: One of the statements you made in your 
federal presentation was that--| do not know, | would have to look it 
up, but ann. it was that if controls are not put on the possibility of 
cross-ownership between financial institutions and non-financial 
institutions, then yOu coy that further concentration of that type 
would go on, and that in fact your corporation may have to_go into that 
as wellat some point. Why would you have to go into that? 


Mr. Ghert: Well, because if we found that we were being 
excluded, we may tind that the only defence that we may have is to do 


the same thing, to have our own source. 


Mr. Morin-Strom: Okay. Well, it seems to get back to my 
point. | am not saying there is a problem necessarily right now in 
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terms of what you can get from the capital market. It seems to me 
that part of the thrust of your presentation is the importance of 
keeping the financial market separate from the industrial and 
commercial markets... 


Mr. Ghert: Let me give you another aspect. 


Mr. Morin-Strom: .. .so that capital funds--the cost of 
capital available to competitive forces in the industrial-commercial 
realm is in fact a fair one and in fact they are not generating or 
eure nd their performance via the use, potentially, of a financial 
institution. 


Mr. Ghert: It is broader than that, because more than just 

the access and the ability to access and get the best rates on funds, 

it is the power that you can have by controlling financial assets. You 

can do a lot with financial assets. If you have a big pool of financial 

assets, you can have a major impact in the marketplace. You can have 

a major impact on getting people to do things that you want them to 
O. 


_ If you look at--oh, years and years ago, | guess, there was a 
possibility | think of buying Great West Life, and we looked at the 
economics of it and it did not make ay sense. The only rationale for 
buying a major insurance company at the time was to have control 
over all those assets, and control over those assets means that you 
JEG an influence in the marketplace well beyond the size of the 
assets. 


Mr.: Morin-Strom: So there is a potential--when you say 
control, you seem fo be implying that there is a possibility of some 
type of manipulation of the marketplace outside of the financial area. 


Mr. Ghert: Well, if you control a range of financial 
institutions wi lions and billions of dollars of assets, you are 
dealing in the bond market, you are dealing in the stock market all the 
time; you are dealing in the short-term money market all the time. If 
an investment dealer does not want to do what you want him to do, 
you just say, look, we are not going to put any more business through 
you. 

There is a potential for that. Whether it goes on or not, | do 
not know. The investment dealer is going to look around and say, hey, 
you know what? Maybe, depending on his character, he is going fo 
Say--as a responsibility to his shareholders and his artners--he Is 
going to say, well, maybe what he wants me to do really is not so bad 
anyway. , 


Mr. Callahan: It is called politics, is it not? 


Mr. Ghert: It is use of power. You can do that, when you have 
control over those kinds of financial assets. That is sort of a bald 
thing to do. | think people would do it with more finesse. 
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_. Mr. _Morin-Strom: Do you see a distinction between the 
potential danger from a major shareholder, be it an individual or a 
corporation, having the influence on that power as opposed to the 
management? 


Mr. Ghert: Yes, because there is one step to go beyond that. 
Because If you have got widely held shares in a financial institution 
you have got a board of directors, whereas if you just have a major 
Shareholder it is really the major shareholder who Is probably giving 
the direction in that circumstance, or could be. 


Mr. Morin-Strom: Could it be because the management... 


Mr. Ghert: Well, because if it is just one single financial 
institution, it may not be that much of a power base. But if you 
combine them, and then it Is really--what is happening is you have 
got the major shareholder who controls a whole bunch of them saying, 
In effect, if you do not do what | want.we are going to make sure that 
Our companies that are in the financial--our financial institutions are 
not going to do business with you. You can do that. So the implication 
would be that it has to be a major shareholder in that kind of 
circumstance. 


Mr. Hl One of the contentions from some of those 
who have said that there should be a major shareholder is that the 
lack of responsibility in managements, as for example in the bank 
situation, where the contention is that the top management of the 


bank really is making the decisions. How would that management 
potentially benefit from... 


_ Mr. Ghert: The management does not really. It is just 
that--it does not have as much to gain as the shareholder would. But 
if you read the--| suggest you read the section on power in the 
federal brief, the brief that | submitted at the federal level. People 
sometimes have satisfaction out of using power or having power. | 
mean, once you get to a certain level of. satisfying your other 


economic needs, there is a bit of ego involved in it, and so you can get 
some satisfaction. 


Mr. Foulds: In power. 
Mr. Ghert: Yes. 
Mr. Morin-Strom: Thank you. 


Miss Stephenson: Power corrupts, and absolute power 
corrupts absolutely. | 


Mr. Chairman: Mr. McFadden has a question. 


Mr. McFadden: Thank you, Mr. Chairman. | just want to 
explore two or three areas. : 


First of all, dealing with the responsibility and role of 
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directors, | notice that--and you mentioned this earlier on and in the 
material that | have here--you are a director of both Wellington 
Insurance Co., which falls under the Edper umbrella, and then we have 
Canada Trust Co., which has moved from one umbrella to the next but 
it has now become quite a large umbrella under Imasco. You are still 
a director of both of those companies in this whole corporate 
environment. | wonder if you could tell me, as a director--and | am 
not expecting you to give me any confidential information per se, but 
do you as a director of either of those companies feel that your role 
as a director is impaired fatale et Or compromise by the 
shareholders? Do you feel that either in a real way or inherent’ 


| am just curious to know because you are one of the--| 
think the only witness we have had to date who is in this particular 

osition of not being part of management, not being an owner and 

eing on the board of two companies that have major shareholders. 
How do you feel about your role’ 


_ Mr. Ghert: Well, | thought | might be embarrassing the Trilon 
people in view of my public position. But as far as--| may be a bit 
different. It really does not bother me too much. It is in the back of 
my mind, | SUP RRSE but basically when | go to directors’ executive 
committee meetings with Wellingfon, | am there to do the job for the 
shareholders and to look after policy-holders' interests, and the 
attitude is that | do not need the job so if they do not like me, they 
can get rid of me. If they do not like the positions | take, fine, they 
can get rid of me if they want. | do not care. 


j Mr. McFadden: Do you think that is characteristic of other 
directors, or is that peculiar to you? 


Mr. Foulds: | think "particular" is a better word! 


Mr. McFadden: | am just curious to know. | am just trying to 
gel-- 


Mr. Ghert: That is a subjective opinion. | explain it this 
way. The person who is presently chairman of Cadillac Fairview, at 
one time he was my direct boss when | was este in Montreal, and 
he did not object so much that | questioned the quality of his 
intelligence--that is a good way of saying, you know, "you are 
Stupid'--but what he did question was the fact that | put it in a 
memo. 


| just look at it, look, | am there to do the ae and | will do 
it to the best of my. ability and | will say what | want, and if they do 
not like it--and that is the same at Canada Trust. 


Miss Stephenson: Is not one of the problems the fact there 
are not enough directors like you? 


_ Mr. Ghert: My exposure to the board of directors at Canada 
Trust is they are a very independent-minded bunch. Very 
independent-minded. 
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_ Mr. Chairman: You do not have some residual tenure back at 
the university that you could call on if necessary? 


Mr. Ghert: No. 


Mr. McFadden: Your feeling then--you see, one of the things 
we are wrestling with here is this whole business about the role of 
directors, who they are responsible to and for, and whether some 
form of pergeniage cHerae ent whereby X per cent of a board of a 
financial institution should consist of outside directors, people who 
are not part of the ownership group or management. 


_ Now, as far as your role in Canada Trust, do you see your 
responsibility as being fo the shareholders, fundamentally? As 
Pe epe rele 0 depositors and the shareholders? What is your feeling 
as a director’ 


Mr. Ghert: This is a very difficult area because under 
current law today, as | understand it, we are responsible--a director 
of a trust company is responsible to the shareholders and has to act 
elias in the best interests of the shareholders, and when there is a 
conflict between the best interests of the shareholders and the 
depositors or other customers, creditors, he has to resolve that in 
terms of the shareholders. 


At Canada Trust, at the time of the takeover by Genstar and 
Sees Henly the acquisition of Genstar by Imasco, the directors were 
iven that advice but nonetheless they were still concerned about the 
epositors of the trust company. This does not necessarily impugn 
any motives to Genstar or to Imasco. It Is just that there was a 
concern that--you know, for the long term, and Canada Trust has 
entered into an agreement with the Superintendent of Insurance which 
prohibits certain kinds of transactions. 


Mr. Foulds: Can | ask you how that agreement came about? 


Mr. Ghert: It was negotiated by management and approved b 
nea suas In detail by the board ind approved by the board of 
irectors. 


Aes Mr. Foulds: Well, was it initiated by the board or was it 
initiated by the Superintendent of Insurance? 


Mr. Ghert: | cannot tell you. There was concern at the board 
as to Bo Wea a as to whether it was just the management 
sitting down with the superintendent Sulit what are you going to 
need’? Here is what we would like to do. So | do not know, really. 


Mr. Foulds: Okay. 


Mr. Ghert: But as a director | am quite satisfied that it was 
very well thought out and a lot of time was spent on it. 
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Mr. McFadden: The problem that strikes me in this is that 
erhaps in ferms of a financial institution--and in the new 
egislation in Ontario, at least trust companies might try to deal with 

this--it seems to me that defining to a greater extent the role of 
directors, for example as having a responsibility to the depositors, 
would be Le Pie perhaps in clarifying the conflicts and it might_at 
least define the approach that directors muon take to their job. Do 
yeu eons with that or do you feel that would not be salutory one way 
or the other’ 


Mr. Ghert: Well, | brought that suggestion up at one time 
with a number of lawyers, different lawyers, and they were quite 
cautious about that approach because t ey did not know where it 
would end in terms of the responsibility within the financial 
institution itself. 


The sort of suggestion that | had had was that the directors 
be responsible and accountable to the creditors for any transactions 
that would be with the major shareholders of a trust Company or a 
financial institution. So the directors in that circumstance would be 
very certain to have an eagle eye on that particular situation or 
arrangement. And also, there is some suggestion | had about the 
relationship of the auditor with the directors, in that whatever the 
appropriate regulatory level, that there be a direct relationship 
between the audit committee of the directors--board of 
directors--and any federal audit as well, so that it did not 
necessarily have to go through management and the company. 


Mr. McFadden: | take it what you are saying sort of on this 
ome line of questioning is that a& far as your experiénce is concerned, 
with Wellington and Canada LEN have found that you have been 
able to carry on independently wifhout management Pressure you 
one way or the other. Is that accurate? | want to be sure. 1 just 
want to getiton... 


Mr. Ghert: Yes. 


Mr. eames Now, with regard to concentration of 
ownership, | am just Curious to know, are there any--we are talking 
here about the financial service sector. What sectors of the economy 
bother you in terms of concentration of ownership? | know that 
various things have been mentioned, various articles. What are the 
sectors that bother oes Or are you just saying the whole Canadian 
economy basically as too high a concentration of ownership in too 
ew hands‘ 


Mr. nee My major concern is the cross-ownership 
between industrial and non-industrial, financial institutions. That is 
my main concern. It is the one that | can actually say, yes, | do have a 
definite concern and | have analyzed it and | am satistied that my 
concern Is valid. 


Other than that, | really do not. | cannot say | have a--you 
know, | have an intuitive concern about major conglomerate 


F-31 


ownership, but that is maybe a bias. It is just an intuitive ine: and 
| look at it and_| try and analyze it and | say, well, why should I really 
be concerned? Is it really a concentration of power? Well, nowhere 
near the concentration of power that you have when you control 
financial assets. 


Mr. McFadden: So your major worry then is the 
cross-ownership. 


Mr. Ghert: Yes. 


Mr. McFadden: The area of competition within the financial 
services area is something we have been discussing. We have heard 
different stories on this. One of the points, though, that has been 
made to us is that in. fact today we probably have more real 
competition in terms of financial services than we have normally had 
historically. As somebody who obviously uses the capital markets 
and so on to raise money and to borrow and so on, what is your view in 
terms of competition within the financial services sector’ 


Mr. Ghert: | think there is a lot of competition, and one of 
the reasons there 1s competition is because of the changing nature of 
doing transactions: the way information is transmitted, the fact that 
the four pillars are breaking down. So that it is really ending up with 
far more concentration--far more competition, excuse me, let's get 
that correct. There is far more Se ition. The Schedule B banks 
have helped somewhat. They are not large but they are on the margin, 
they are another competitive element. 


It would also, | think, even increase competition more if we 
had a--| think competition would be increased even more if there was 
more of a level playing field and that if the regulations in the 
financial industry were functional, and not on a structural basis, if 
you--can | explain that? A trust company in its banking business 
Should be regulated the same way as a bank, and banks should be 
Delmnwes to do things that the trust companies do; in that end of 
heir business, be regulated the same way a trust company would. 
And so you would have a complete blur. It would help to eliminate the 
four pillars more and | think also increase competition. 


Miss Stephenson: Are you sug esting the elimination, or 
Biucnng ofa e other divisions as well between--amongst the 
pillars *% 


Mr. Ghert: Well, there is a problem, | suppose, with having 
banks compete on a broad scale in the investment dealer area. 


Miss Stephenson: Or trust companies? 


Mr. Ghert: As investment dealers, yes. Theoretically, it 
would be nice to say, well, let us just let See eee ee oe in all 
markets, but there are some problems, major conilict problems in 


having financial institutions act as investment dealers and 
underwriters. 


F-32 


Mr. McFadden: So it is fair to say that your feeling is it is 
going to be helpful to the Canadian economy in the long run to have 
some merging of the four pillars, to have the development of what is 

robably going to turn into largescale financial institutions of one 
ype or another. Is that fair to say? 


Mr. Ghert: | think so, yes. 


Mr. McFadden: A final area | would like to ask you about just 
related tothe... 


Mr. Foulds: Can | ask a supplementary if you are finished 
with that? 


Mr. McFadden: Sure. 


Mr. Foulds: How do you square that with your concern about 
cross-ownership? Because it Seems to me you would be... 


_ Mr. Ghert: You do not have. cross-ownership. You have still 
ot an independent financial institution. It is just in many lines of 
pSiess) Instead of just selling Camaros, it is selling Trans Ams, or 

whatever. 


Mr. McFadden: So you sell life insurance or you can sell... 


Mr. Ghert: Well, | mean, the trust companies are finding 
ways to compete in "the banking business," and the banks are finding 
ways to compete with brokers. The eo uie ons just make it more 
difficult. Why do we not just face up to It? 

Mr. McFadden: The one final thing--| just want to be sure | 
am clear on your point on this. In addition to cross-ownership, we 
have talked abou BaiRt shareholders of one type or another in 
financial institutions. I take it first of all you are most concerned 
with cross-ownership, firstly, and then when you move on to 
shareholding just within a financial institution itself, are you--l| am 
ues ying to clarify what you are advocating. You are advocating a 

roadly held company, but are you necessarily opposed to having 
major shareholdings? 


. _._ Mr Ghert: | am advocating a maximum of 20 per cent. That 
is an ideal situation, On the other hand, if you have an individual or a 
small group of individuals controlling a financial institution, that is 
not a particular problem for me as long as those individuals do not 
have any other major business interests. They may have other small 
family businesses and things--relative to the size of the financial 
institution, they may be small nay businesses and things like that. 
That would not concern me so much, because their main focus would 
be what is good for the financial institution. 


Mr. McFadden: Well, if | could just focus on one example that 
came up foday. We have the example of National Victoria and Grey. 
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Srnec) E-L is in the financial area. Now, what is your comment on 
at’ 


_ ~ Mr. Ghert: As | understand it, the other outside interest he 
has is not a very serious interest. | do not know, but that is what | 
have been told. But essentially, that kind of structure | do not have 
too much concern about. 


Mr. McFadden: | see. Itis morethe... 


Mr. Ghert: | feel that the decisions they take as 
shareholders really are related to what is good for that financial 


group, and the shareholders and.depositors in that group, because 
eir other interests are so minor. 


Mr. McFadden: So the E-L example is not a problem. It is 
he the conglomerate models. Okay. | understand. Thank you very 
much. | 


Mr. Chairman: Any other questions? 
Mr. Callahan: Yes. | just have a clarification, maybe. 
Miss Stephenson: Maybe! } 


Mr. Callahan: At page four of your brief on the 2 fete paper, 
your fourth item, do | take if from that that you--and T gather the 
rules now are that directors in a financial institution Situation in 
making decisions ought to be more concerned about the wellbeing of 
the depositors than about the creditors, and that seems to fly in--am 
| correct thus far? And if | am, that seems to fly in the face... 


Mr. Ghert: Well, what is the difference between a creditor 
and a depositor of a trust company, other than looking at the different 
classes of creditors? 


Mr. Callahan: Well, | am thinking--yes, all right. Okay. | 
ES rae in a trust company that is true. You might have mortgagees. 
Well, it might be the mortgagees. 


Mr. Ghert: No. You have debentures. A trust company may 
issue debentures, subordinated debentures. You can have deposits. 


Mr. Callahan: Do | gather that presently within the trust 
compan ecisions, that there is more concern given to the 
shareholders than the depositors? 


_Mr. Ghert: As | understand the statute under which trust 
companies are organized, in at least the federal and Ontario level, it 
is my understanding that the primary responsibility of directors is to 
the shareholders. 


_Mr. Callahan: So in fact decisions can be made by the board 
that would directly impact on, let us say, the security, the rules as to 
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Mr. Ghert: Well, | can rationalize that this way: since you 
are responsible to the shareholders, it means you have got to do the 
best job you can for the shareholders. You are not going to be doing a 
very good job for the shareholders unless you are running the trust 
company very well, because if you are doing things which are going to 
harm the depositors you are going to harm the trust company, and 
therefore the shareholders are going to be harmed. 


Mr. Callahan: Okay. But let us go back to one thing that was 
discussed this morning with Mr. Jackman. The question of there now 
being $60,000 in protection for the depositor would allow the 
directors to broaden the parameters of risk in order to achieve the 
greatest dividends for the shareholders. Now, do he think that that 
may be One of the rationales behind this principle within the trust 
company‘ 


. Mr. Ghert: | do not think so. | mean, the--| do not know, but 
it would be my expectation that if a trust company did not have a good 
reputation, that even with deposit insurance it would have difficulty 
maintaining its deposit base. 


Mr. Callahan: Well, but add to that the further statement 
that Mr. Jackman, T believe, made, was that the political reality of the 
whole thing is that even if you did not have the deposit insurance and 
if the trust company went belly-up, the government would come in 
and look after the depositors. 


_ . | just cansiot square the--that is really a very unusual 
Situation, if you are accurate, in that the shareholders are to be given 
prefereniial treatment in terms of... 


Mr. Ghert: It does not say--it is not using the term 
ntial. ‘ 


"prefere e statute says you are responsible to the 


shareholders. 


_ Mr. Callahan: But surely that must bring into the legislation 
something that is totally alien to--it would seem to me to be totally 
alien to the whole make-up of a trust company. A trust company is to 
act for the benefit of the depositors, and not to make decisions based 
on what Is going to be the best deal for the shareholders as opposed 
to the depositors. 


Mr. Ghert: Well, is it_much different from any other 
business?’ lake our business, Cadillac Fairview. As the chief 
executive officer, | am responsible to the board of directors. The 
board of directors is responsible to the shareholders. | mean, that is 
clear under corporate law. There is no question about that. | could 
SAY well, what responsibility do | have to our tenants? | have got to 
act for the shareholders. But if | do not look after the tenant--if we 
is i role after the tenants, we are not going to have very happy 
shareholders. 


F-35 


Mr. Callahan: Yes, but with respect, | do not think the 
analogy washes because in the trust companies--| mean, their whole 
reason for see as the banks’ Is, is to try to get people to put their 
money in their bank or to invest in their Securities, or whatever else 
they peddle. It would seem to me there is--particularly recognizing 
as well, and! think... 


Mr. Ghert: They are just buying and selling money. 


Mr. Callahan: .. .if government has any role, its role is to 
create policy that will ensure that the little guy down at the end--| 
do not want to make this sound uy Smee hetic--but the widow or 
the widower who puts his money info the trust company expecting 
that his interests are Paty ie then we hear that we are runnin 
it the same as any other business where the shareholders’ interes 
comes first and theirs comes secondary. 


You know, | can see when you get into your URS of business, 
or any other type of business besides a trust company; the people who 
borrow are sophisticated people--or that loan, that become creditors, 
are sophisticated people. They are selling you Se pOOUEL, they are 
getting an economic benefit; ey may be selling it at an enhanced 
price. So they really have much of their money back already. 


_ In the situation of a trust company, we have people putting 
money into what they think is a secure situation. It would seem to 
me that the rules should be much different in terms of your first 
responsibility. It should be to the depositors and to the people who. . . 


Mr. Ghert: People have come to accept the fact that it is 
ogo be ae cule: because even if it is not, the government is going 
O bail it out. 


Mr. Callahan: Well, we found out this Orne from Mr. 
Jackman that a do not walk around with big placards felling their 
depositors that if you put in $120,000 you are only going to be 
covered for $60,000. Thatis another... 


Mr. Ghert: Well, there is some point--| mean, | have got a 
bit of a beef or two in the credit insurance, in that regardless of the 
financial standing and quality. of an institution, they pay the same 
rate of insurance, and they pay the same--as | understand it, the 
insurance is calculated on total deposits, not just on total number of 
$60,000 deposits. In other words, if you go and deposit a million 
dollars, even though you are only ensured for $60,000, the financial 
institution pays insurance based on the million-dollar deposit. 


Surely there must be some way of rating institutions for 
their creditabilify, and also charging--and giving the depositor a 
choice as to how much insurance he wants and let him--and he pays 
for it. The only argument that | have against that is that it would 
mitigate starting up small institutions an getting more competition, 
because those small institutions would be the ones that are paying 
the highest rates, and if you were a depositor, you would go to them 
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and say, well, you are going to have--when one of the malof banks Is 
aying you 10 per cent interest, you are going to want 13 per cent 
rom a smaller institution because you are going to have to pay a 
much higher insurance fee. 


Miss S278 0sOn: That is the time that it really needs a 
major, major shareholder in the institution, in the beginning, and then 
you phase out that large holder. 


Mr. Ghert: Well, maybe. You know, it is a problem, because 
people--| think people are more aware of it today, of the peee 
risk, because we have had a couple of banks go under, a tew trust 
companies, and it has been covered in the press. So those people who 
read the paper are more aware of it and they, you know, ask the 
question. | do know of people who will not put more than $60,000 
with any one institution. 


Mr. Callahan: | agree with your secondary point that maybe 
there should be a rating scheme. 


But to get back to my original question as to surely there is 
a distinction between a financial institution, be it a bank or a trust 
company, in terms of their obligations to the depositors, at least on 
an equal par with the shareholders if not better than the 
shareholders, because these people are not really, number one, very 
sophisticated, as would be a person who sells a product as a creditor 
to a commercial company. 


Mr. Ghert: | have two comments | will give. First of all, | 
think that ny experience at Canada Trust has led me to observe that 
that probably--to some degree that is the case with the directors of 
Canada Trust. They are concerned about the creditors, the depositors 
of the trust company. 


| think there is also, though, on the other side, there has 
been over many, many years the assumption that the regulatory 
authorities are esti after the depositors, because there are 
regulations as to what trust companies can do, as to what they can 
invest in and what they cannot invest in. There are regulations as to 
what banks can do. So the assumption is that, with the capital 
requirements and the insurance and the restrictions on the HEE 
Dey eee the regulatory authorities are looking aiter the 
creditor. 


It is only when management and the directors go beyond 
those powers that the creditors or depositors have problems. And | 
uss that has been a sort of a--the assumption that has been out 

ere. 


Mr. Callahan: Well, | SDR O Se what really twigged me to it 
was that in--fhis is your brief. In the fourth item on page 4 it says: 


"The viability of the entire financial system requires that it 
be clearly recognized by everyone that interests of creditors of 
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financial intermediaries should have, in all cases, priority over the 
interests of providers of equity capital to those financial 
institutions. Much less concern should be shown for the shareholders 
of financial enterprises, except BeEeepS in the exploitation of 
minority by majority shareholders such as banks, trust companies and 
insurance companies, than for their creditors. " | 


Mr. Ghert: That is right. 
Mr. Callahan: And | gather... 


Mr. Ghert: | am talking about not so much on an 
institution-by-institution but on an overall system point of view. 
What | am saying is, let us set up a structure in terms of the 
restrictions on conflicts, self-dealing, cross-ownership, which in 
effect gives creditors more protection. 


_ Mr. Callahan: So you are not saying there that in other than 
those SMe that--but even there you went on to say, if | might, 
you said: 


"In passing, we find it very surprising that in planning to 
provide assistance to Dome Petroleum, the federal government made 
no effort to see that the banks' shareholders were penalized for their 
managements over extension of credit to Dome Petroleum. " 


And that goes further. That seems to go into the question of 
if the shareholder--if the directors, in making a decision to maximize 
the dividends to the shareholders, i.e., by perhaps loaning to Dome, 
that they are putting their emphasis on the dividends for the 
shareholders and saying, as far as the creditors are concerned, the 
depositors, "You are in the background." Now... 


Mr. Ghert: | do not think they did that, though. They thought 
it was good business that they were just Pate g ; . 


Mr. Haggerty: They were looking at $90.00 a barrel. 


Mr. Ghert: They looked at the situation with the--what was 
the name of the--well, there was the Beaufort but also the way that, 
at that time, the federal government was encouraging the repatriation 
of the oil interests and petroleum interests. And they looked at it and 
probably thought this is a great loan, a very secure loan. | guess they 
made a mistake. 


Miss Stephenson: They were not the only people who felt 
that way. 


Mr. Ghert: They made a mistake, | suppose, but with the 
result that at the time that the negotiations were going on with 


regard to the Dome situation, there was a concern over the viability 
of the financial system because of the large liabilities involved, and 
what would happen if the federal government just said to the banks, 
well, look, you are big boys; you look after it. 
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In that circumstance the banks would have had to take some 
very large--taken some very large losses on their books, with the 
Su if they had done that it would have had a big impact on the 
shareholders. | 


Mr. Callahan: Well, the abe and short of what | am getting 
at is--thafis your statement, is it not? 


Mr. Ghert: Yes. That is what | think they should have done. 


_ Mr. Callahan: So you do agree that there should be greater 
emphasis in decisions by the directors on the depositors rather than... 


Mr. Ghert: Than what there is in the law today, yes. 
Mr. Callahan: ... than putting the shareholders first? 


Mr. Ghert: Yes. | am not saying that they--I think that the 
directors should be concerned about the depositors as well. 


Mr. ae Chairman (Mr. Henderson): Mr. Haggerty had a 
supplementary on that. 


Mr. Ghert: It is not there in the law today. 


Mr. raagety. That is the point | was coming to about the 
depositors there. | mean, you know, | think the shareholders or the 
corporate directors, their main concern is what they can garnish out 
of the depositors there. | mean, the ¢pread in the money and that 
particular area there. 

| mean, as we listen to some of the witnesses that appear 
before us, in particular the trust companies and that, and the banks, 
eSeecia | think back here a few years ago, not too long ago, that an 
money that a depositor put into the bank is returned at the pea 
eriod, about '82 or that, '83 in there, was about 10 per cent return on 
is money in the bank, but the spread between that was up as high as 
23 and 24 per cent. So they more than doubled their investment. 


_ At one time the. banks--the spread in what the depositor 
was putting in and what they were returning--what the return was on 
it was about one and a half spread, but now it is still up there about 
seven per cent, you know, and that is a big turnover there, you know. 


gy? | mean, you can get--one of the bank directors can be very 
critical of the government, the federal government, even the province, 
saying that you have got to reduce your deficit, you know, and you are 
the ones that are causing the reel bank interests now in Canada. It 
really was not the government. If the government had not gone in and 
bailed out Dome Petroleum we would not have a deficit there neither, 
but it was a big benefit to the five major banks in Canada that the 
government took that initiative to bail them out. 
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Mr. Ghert: Well, they did not exactly bail them out. It did 
not end up with a bail-out, though. 


- Mr. Haggerty: No, butit was... 


Miss Stephenson: But the intent was not that in the first 
place. The intent was, and | well remember the federal-provincial 
discussions, because { was there, where the MES Rene eres were 
considered to be absolutely essential for energy self-sufficiency in 
Canada and for the advancement of the economy. And there was an 
agreement--there was not an agreement, but there was a principle 
that was reached that specified that the federal government might 
never have enough money to do this on its own so it had to rely on 
financial institutions, but if was going to be--they were going to prop 
one another up in this whole area of trying to... 


Mr. Haggerty: They certainly did prop them up, didn't they! 
Miss Stephenson: Well, this was the Trudeau era, Mr. 


Haggerty, It was not the current era. But it was a philosophy which 
was accepted. 


Mr. Haggerty: Based upon $90.00 a barrel by 1990. 
Miss Stephenson: It was not based on $90.00 a barrel. 


Mr. Haggerty: Sure it was. It was all geared to that factor 
there. 


Mr. Acting Chairman (Mr. panels Okay, can we get back 
to Mr. Haggertys supplementary : ave you posed your 


supplementary ? 


Miss Stephenson: It is simply that indeed the action which 
was een was certainly not anticipated at the time that the activity 
was begun. 


Mr. ae Chairman (Mr. Henderson): Mr. McFadden, did you 
have a supplemeniary : 


Mr. McFadden: Well, | was just going to make a comment. | 
think our witness Is sort of winding up in the middle of the debate on 
the commitee rather than us looking for his testimony. 


The only thing | would say, though, in fairness to directors 
of banks and trust companies, insurance companies and peut 
else, and their management, is that who can anticipate, you know, 2 
years in advance or 10 years in advance? | mean, the federal 
covenainent made a commitment, you know, a number of years ago in 

e sheet asl area in the energy field. Who disputed it? The odd 
person did and they were dismissed as Cassandras, you know, and 
everybody got onto the bandwagon, looking... 


Mr. Callahan: | did not want to raise that actually. That was 
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raised in paragraph 2 of the brief, that is the only reason |... 


Mr. McFadden: No, but all | am saying is that while | think 
you can question some loans made by the banks... 


_ Mr. Ghert: Yes, people do make mistakes. But all | am saying 
is that in the discussion, the subsequent discussion of the problems 
the main focus at the time was the credibility of Canada's financial 
Sein and not, well, you Know, "You made mistakes, you have to pay 
Or it." 


Miss Stephenson: That is right. 


_ Mr. Ghert: Had it been a non--had it been something other 
than a financial institution the shareholders, in effect, in the e would 
have ended up paying for it because it would have come out of the 
earnings and the capital in the company. 


Mr. McFadden: Precisely. A difficult situation. 


The jedeiell ah that Mr. Callahan raised about the 
responsibility of directors | think is a complicated one. 


Mr. Ghert: Yes, a very difficult one. 


Mr. McFadden: It is one, though, that is going to have to take 
some reviewing because | think the--| do not know how you rate them, 
whether they are equally responsible to depositors and shareholders 
Or one is more important than the others, or whether you try. to have 
some directors essentially elected to represent depositor interest, 
which is one of the proposals. 


The only problem, | would think, with that is that | would 
think at a board meeting you may not be able to dissect things that 
carefully. You are going to elect, der Uae directors who are good 
directors who understand their responsibilities. | do not know how 
ie can dissect this up that finely so that people just are wearing one 

at alone and that has to represent their particular interest. | think 
from a legal sense that would be very hard to define, let alone from a 
commercial point of view. : 


Mr. Ghert: You see, the directors represent the 
shareholders. ey are elected by the shareholders. They are 
responsible to the Shareholders. Therefore, | think that the area 
where you make the directors more accountable is on transactions 
between the financial institution and the shareholder. Because in any 
business people are going to make mistakes. Even the best, most. 
well-intentioned people are going to make mistakes from time to 
time and so in some Cases you may have some depositors suffering in 
a particular financial institution because some people made mistakes, — 
not through malfeasance, fraud, or anything like that, just plain 
making mistakes. 


But where you can make directors more accountable is on 
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the relationship between the. institution and its shareholders, 
articularly where you have a major shareholder. And those happen to 
e--those are really self-dealing, conflict type of situations. 
Because you are assuming he is going to be acting in the best 
interests Of shareholders. lf he wants to do that in a way which 
endangers the position of the depositors then he knows he Is going to 
be accountable and he is going to watch management does not do 
things which are going to make him accountable directly to the 


depositor. 


Mr. Callahan: Make every depositor a different class of 
shareholder with no voting rights, and then they eliminate the 
problem entirely. 


é Mr. Chairman: | wonder if | could ask a question, in your role 
as director, again, of Canada Trust. 


The subject came up this morning as to the trust funds that 
trust. companies should have, the trust funds that they have to 
administer. And | just wonder what,_in your view, the 
fiduciary--what sort of control does Canada Trust really have over 
the fiduciary funds it administers? For instance, could they use them 
in a bail-out or something of that nature? 


Mr. Ghert: In a which? 


Mr. Chairman: In a bail-out, if they were really strapped for 
funds? : 


Mr. Ghert: In a bail-out of whom? 

Mr. Chairman: Of themselves. 

Mr. Ghert: | doubt that. 

Mr. Chairman: What about the parent companies? 


Lai 18 Mr. Ghert: There are restrictions as to what you can do with 

fiduciary funds which are even more tight than corporate funds. | 
think my observation is that trust companies are very much concerned 
about those fiduciary responsibilities, even to the point where 
sometimes | think that in order to come out on the right side, from 
the point of view of the Rerceptian of the fiduciary responsibility, 
they may not make the best decisions. } 

_ But they are very concerned that it be perceived that they 
are doing the right thing. You see this sometimes in takeover 
situations, where the institution will tender shares into the market, 
or sell shares into the market rather than hold on even though there 
might be a higher bid coming or they know that it is still not a high 
enough price. They are afraid that if ee do not tender their shares 
and the takeover does not go through, their shares will drop again. 
And therefore they--or sometimes it might even make sense to hold 
onto the shares and be a hold-out, even if the takeover takes place. 
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Sometimes it pays to hold onto the shares, to be there and you can be 
a thorn in the side of the company that takes over the company and 
they will have to ee you out and you can hold them up for more. But 
they are concerned that if the offer was made at 55 and the shares 
ultimately, for a time, go down to 45, even though they may have 
made thé best decision to hold on they are going to be Criticized, so 
they tender the shares. They are very, very concerned about the 
appearance of those fiduciary responsibilities, in actual fact. 


Mr. Callahan: Is that not a reason why the 
conflict-of-interest guidelines should not make this a requirement 
that the trust company be one of the trustees of your blind trust? 


Mr. Chairman: Was there not a recent decision which 
suggested that there may be an increased amount of liability on the 
trust company, on the part of the trust company, for making sure that 
the investment is the best investment possible’ 


Mr. Ghert: | do not know about that. 


Mr. Chairman: It seems to me | read about a case recently 
where a co-executor who was not sophisticated refused to sell some 
shares, and the trust company did not press the issue and was 
eventually sued. Do you know about that? 


Mr. Ghert: | do not know about that. 


My experience is that they tend to be very much aware and 
concerned and sensitive to their pupeks, responsibility. And they 
ete separate departments that deal with trust, from their normal 

anking. 


Mr. Chairman: Our concern this morning had to do with the 
quarterly report of Canada Trust Co., which pease that the book 
value of the funds administered is about $51 billion now. When you 
look inside, it would seem that the company is worth about $23 
billion in assets, the rest presumably being trust funds that are 
administered. So the company has reported to shareholders that it is 
more than twice as big as the actual assets. If the shareholder did 
not bother opening... 


Mr. Ghert: Well, assets under administration, yes. 

Mr. Chairman: All right. Okay. Thank you. 

Mr. Ghert: Thank you. 

Mr. Chairman: This has been a very, very valuable afternoon 
for all of. us. T think you have heard compliments from both ends of 
the political spectrum as to your forthrightness and your genuine 


assistance that you have given us, from a perspective that we have 
not seen before. 


Mr. Ghert: Thank you. 


F-43 
Mr. Chairman: We all appreciate it very, very much. Thank 
yOu. 
Mr. Ghert: Thank you. It was a pleasure for me, too. 
Mr. Chairman: Thank you. 


; Members of the committee, remember that tomorrow we 
will not meet until 2:00. 


The committee adjourned at 4:05 p.m. 
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STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Wednesday, October 1, 1986 


The committee commenced at 2:08 p.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


Mr. Chairman: We have the reputation, according to. Mr. 
Mackenzie, of starting faster than most chairmen, so let us get going. 


This afternoon we have with us the representatives of 
Consumer and Corporate Affairs Canada, and it is with great interest 
that we are looking forward to TE ele because of the fact 
that this is an area of shared jurisdiction, very much, and one in 
which the federal government, frankly, has probably over the course 
of the last several years aah more time and effort, perhaps, than we 
have. | do not know whether that is a fair comment or not, but we are 
certainly interested in what you have done, what is going on from the 
federal perspective. : | 


As the Committee looks to the witnesses, from the left is 
lan MENAUE Rtn Oe the Financial Services Unit; Mr. Calvin Goldman, 
Director of byes eenon and Research, Competition; and Mr. Knemani, 
Chief of Special Studies. 


; Mr. Goldman, | understand you have a few comments you 
wish to. make. There will be a written presentation that we will 
receive in about a week, and... ‘ 


Mr. Goldman: Yes, Mr. Chairman. | do expect to take some 

time to convey fo you at the outset in By remarks, and subsequently, 
the comments that we have on some of the issues that are before the 
committee. And with your indulgence, | would propose to present to 
you now a good part. of whai will largely follow in the written 
Submission and then, if this is satisfactory to you, then take any 
questions that you may want to pose to me. 


_ | would like to say atthe outset that! am pleased to have 
been invited by the Standing Committee on Finance and Economic 
Affairs to contribute toward the discussion on these important 
questions. You have already indicated who is attending with me. They 
have assisted in the preparation of the material that | will be 
presenting today. 


The financial sector in Ontario plays a crucial role in the 
context of the Canadian economy. The province's share of financial 
sector activity is larger than that of any other province, and 
legislation and regulations which are implemented by Ontario often 
serve as a model for other provinces. 
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All these policy reforms in Ontario are therefore pivotal in 
shaping the character of our domestic capital markets, as well as in 
determining their international position and competitiveness. And in 
ieee e invitation extended by your committee today, | would 
like to ini ae point out that my appearance today is_ in my capacity 
as the Director of Investigation and Research under the Competition 
oo and not in my role as Assistant Deputy Minister, Competition 

olicy. 


As such, the views | shall express are not intended to 
necessarily reflect those of Consumer and Corporate Affairs Canada, 
of which my office does form a part, nor are they intended to 
necessarily reflect the views of the federal government._.| am 
as ol ata in my capacity, which is a statutory Capacity, as Director 
of Investigation and Research under the Competition Act. 


_As Director of Investigation and_Research, | have primary 
responsibility for the enforcement of the Competition Act. You may 
note that the new legislation, the Competition Act, was enacted on 
June 19 of this year. It is a general law of general application to both 
the commodity, production and service sectors of the economy. The 
objective of the Act is to assist in maintaining effective competition 
as a Prune stimulus to acnew ind maximum production and 
distribution of goods and services at the lowest possible costs. 


In this regard, the Act seeks to promote economic efficiency 
and innovation in the marketplace. The Act is designed to facilitate 
technological and organizational enandes in a dynamic and progressive 
environment, and fo ensure that firms compete fairly with one 
another, and to eliminate artificial restraints in the PSE It 
has specific provisions which prevent abuses of concentration of 
economic pewes in the marketplace, and it thereby serves the 
interests of both consumers and producers. 


_., The Act contains specific provisions which give rise to 
inquiries by my office, and then subsequent proceedings within the 
framework of the criminal law in certain instances of statutory 
offences, and also within the framework of administrative law in 
respect of other reviewable matters including mergers and abuse of 
dominant position. The latter two are new concepts, and | will be 
elaborating on them in the course of my remarks this afternoon. 


These. provisions aCe with certain exceptions, to the 
supply of financial services and products. And | will go into detail in 
that regard as well, including the exceptions. 


In addition to my enforcement role, the Competition Act 
also authorizes the Director to make representations before federal 
and provincial spp boards, commissions and tribunals, subject 
to certain conditions, for the purposes of drawing attention to 
considerations relevant to the maintenance of competition in 
connection with the matter that is being heard by that commission or 
tribunal. And it has been common for the Director to be invited to 
present his views before parliamentary and other committees in the 
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past, so that this appearance is not one that proceeds without 
precedent. 


___> The financial services sector plays a very important role in 
facilitating economic growth and overall social prosperity by 
channelling junds from savers to borrowers and investors. The more 
competitive and efficient is this channelling process, the more likely 
fos ie be made available and allocated according to their highest 
valued uses. 


In this regard, it is important to recognize that government 
POG in my view, should generally strive to establish a framework 
which fosters a dynamic, innovative and efficient financial system, a 
system in which both high levels of concentration and regulations to 
maintain financial sector stability do not give rise to situations 
which unnecessarily impede competition and economic efficiency. 


The stability of the financial system is without question 
the paramount goal of a financial market and financial market 
regulation. The Current structure of the financial market in Ontario 
is dictated by both regulatory factors and market forces. 


While it is ene aee that there is generally a tradeoff 
between system stability and competition, it should also be 
acknowledged that this tradeoff can be improved upon by adopting 
Peer ONy. policies that are more flexible and better designed to 
enhance competition. And that is one of the paramount factors that | 
might suggest your committee have regard to in the course of your 
deliberations: the matter of developing regulatory policies which 
concurrently do not unnecessarily impede competition. 


It is hoped that my remarks today will contribute toward a 
better appreciation of the complex nature of the issues involved, and 
they are complex. In my presentation, | will initially discuss the 
different concepts and concerns associated with the various 
dimensions of corporate concentration, and in this connection | want 
to make it clear that my primary focus will be on the relationship 
between corporate concentration and the exercise of economic or 
market power in a given market. | will also discuss the role of other 
Structural factors which influence the state of. competition in 
financial markets, such as barriers to entry of new firms. 

_| will then. describe the Wey provisions of. the new 
Competition Act, which | might suggest you will find of interest in 
the course of your deliberations. 


As | indicated, the focus of my remarks is on corporate 
concentration in relation to a given market, as opposed to Issues 
which may arise from aggrega e€ concentration per se. And that is 
because the Competition Act examines both criminal and 
administratively reviewable matters in the context of the effect of 
certain practices and conduct in relation to specific markets. And 
that is a very important concept to understand at the outset of my 
remarks today. 
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| would suggest, by way of overview, that, corporate 
concentration in a given market becomes a matter of major concern 
when market participants are insulated from competitive pressures. 
The freedom of firms to enter particular markets Is, in my view, a 
very important device for ensuring, competition and for ensuring 
increased efficiency, and for preventing abuses of market power by 
incumbent firms. 


| believe that public policy instruments can be applied to 
substantially enhance competition in financial markets without 
cone oO ny compromising the stability and solvency of the financial 
system. 


_ If | may, Mr. Chairman, | will now proceed to discuss some 
of the issues posed by concentration in the financial services sector. 
And under that broad topic, my first sub-topic--and | thought this 
may be helpful--is to provide you with our perception of the 
framework that can. be applied for analyzing various concepts of 
corporate concentration. 


Corporate concentration is multi-dimensional. _ It 
encompasses four complex and important concepts, namely: first, 
aggregate or overall concentration in the financial services sector; 
secondly, concentration in specific financial markets; thirdly, 
conglomeration of financial services; and fourth, ownership 
concentration. 


Now, the first concept, which | have called aed a or 
Overall concentration, measures the relative pees ee of large firms 
in the economy as a whole or in given sectors of the economy, such as 
the financial services sector. The second concept, which | have called 
market concentration, measures the relative position of large firms 
in specific markets or industries, such as the provision of residential 
mortgages or commercial loans. The third concept, conglomeration of 
financial services, refers to the degree to which different financial 
firms may be under common ownership or control; for example, a 
trust and mortgage loan company and an Insurance company may have 
intercorporate, ownership linkages and form parts of a larger 
conglomerate firm. Conglomeration may take place solely within the 
Wee services sector or be-extended to non-financial activities as 
well. 


And finally, the fourth concept, which | called ownership 
concentration, relates to the extent to which shares of financial 
institutions are widely held and traded, or closely held by a few 
wealthy families or corporate entities. Now, definitions differ as to 
what level of ownership constitutes a corporation being closely or 
widely held, and | will not expand on that at this time. 


These concepts are, in some respects, interrelated. High 
levels of aggregate or overall concentration in the financial services 
sector may be the result of the presence of large financial 
institutions, for example the Royal Bank, and they may also be the 
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result of ei Lae a and common ownership control of different 
financial institutions, for example the Edper-Trilon holdings of Royal 
Trust Co. and London Life. 


These institutions, individually or combined, may not only 
be large in terms of their absolute size, but they may also account for 
a significant share of activity in specific financial markets such as 
commercial loans, residential morigages and life insurance. Thus, 
absolute corporate size as well as market concentration may underlie 
prevailing levels of aggregate concentration. 


_ Now, in addition to distinguishing between these concepts, | 
would like to mention that the discussion of corporate concentration 
has not been assisted, in my view, by the lack of relevant data on the 
matter of corporate concentration. For example, using public records 
one can obtain information on the assets or other size parameters of 
various financial institutions. But information on their individual 
lines of business activity or intercorporate linkages is generally not 
as widely available. nd if we are to intelligently discuss the 
questions about various facets of corporate concentration, we need to 
have both concepts and measurement issues clearly defined, and more 
information than is currently available in the public domain. 


Having set forth for you our view of the conceptual 
framework for analyzing issues of corporate concentration, | will 
next turn to the elaboration of some of the concerns raised in relation 
to corporate concentration. A number of concerns have been raised in 
connection with the phenomenon of corporate concentration, and the 
first set of those concerns relates to whether or not high levels of 
aggregate concentration represent undue accumulation of economic, 
social and eget power, which can result in corporate influence on 
government decision-making. 


__ | would like to state, as | tried to do earlier, that assessing 
the validity of this set of concerns falls outside the mandate of my 
particular office as Director of Investigation and Research, It is an 
area which social and political scientists and elected officials like 
elishepe tes are in a better position to study and evaluate. As a result, 

do not propose to comment further on these particular concerns 
relating to aggregate concentration per se. 


A second set of concerns relates to the extent to which 
corporate concentration results, first of all, in concentration and in 
dominance in individual markets; and secondly, in some instances, in 
the anti-competitive practices and adverse economic effects in those 

articular markets. In addressing these issues, one needs to examine 
he economic environment within which large single-industry firms 
as well as conglomerate affiliated firms operate in fact. 


et This requires analysis of the competition and economic 
efficiency implications of various_elements of market structure, 
Tree enemies regulations. This is a particular area which is 
connected with the mandate of my office, and | will examine in detail 
these competition-related issues after | have briefly discussed two 
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additional sets of concerns that have been expressed about corporate 
concentration in the financial services sector. 


- The first of these additional sets of concerns is. that 
pong omeiatep of different financial services and ownership or 
control of financial institutions by non-financial corporations may 
increase the risks and incentives for engeg|pe in self-dealing, 
conflicts of interest and non-arm's-length transactions. Suc 
yractices might, negatively impact on depositors or shareholders of 
Lise institutions and on the stability of the financial system as a 
whole. 


And the last or fourth set of concerns relates to 
concentration of ownership. These concerns follow the conceptual 
framework that | have given you earlier, and this last set of concerns 
can be summarized by stating that ownership concentration has been 
linked to the first and third set of concerns; it is not exclusive, but 
ownership concentration also raises issues in respect of such 
matters as corporate governance, minority shareholders’ rights, entry 
into the financial services sector and the market for corporate 
control generally. And while these last two sets of concerns do not 
fall directly within the scope of the Competition Act, broad 
SOMPONEGI RORY: Telela0 issues may nonetheless be encountered in 
addressing those concerns, both federally and in Ontario. 


This is because regulatory or other measures which are 
aimed at addressing concerns regarding self-dealing, conflicts of 
interest and ownership concentration may adversely affect the 
flexibility with which financial institutions can operate and compete 
in particular markets. .. Such measures may also limit 
inter-institutional competition and impede the realization of 
potential synergies and economies. 


In other words, such couielons may be overly broad and 
thereby affect adversely competition in given markets. Therefore, | 
propose to initially comment on these latter concerns in relation to 
my interest in maintaining competition before addressing the more 
detailed concerns that arise about abuse of dominant power in 
relation to individual markets. 


Turning then to the set of concerns pertaining to 
self-dealing, conflicts of interest and ownership concentration, | 
suggest at self-dealing can be broadly defined as a 
non-arm's-length transaction or a related-party transaction. This 
would include transactions of any kind between a financial institution 
and its principals, be they major shareholders, directors or senior 
officers of the institution, or companies which these principals may 
own or be affiliated with. It would also include transactions between 
a financial institution and affiliated firms. 


As we are all aware, the problem with self-dealing is that 
business decisions can in some instances be biased to favour the 
interests of the principals against the interests of affected third 
parties, such as minority shareholders, depositors or owners of 
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administered instruments. It is thus quite important to py in mind 
that the issue is not self-dealing per se, but rather the potential for 
abuse in self-dealing situations. 


_. Conflict-of-interest situations arise whenever a financial 
institution must choose between its own interests and those of a 
client on whose behalf it is acting, or whom it is advising. In the 
financial sector, such conflicts can arise whenever particular 
combinations of financial services are offered within a single 
institution. Examples of institutions being nse In potential 
conflict-of-interest situations include the following types of 
combinations: commercial lending combined with management of 
trusts; and, aS a second example, securities-related activities 
combined with trust management. 


There are a number of policy_options available to address 
the problem of self-dealing abuses. One alternative is to. prohibit 
self-dealing. Currently, there are a number of specific provisions in 
the federal and provincial laws governing our financial institutions 
which restrict certain transactions between these institutions and 
persons and corporations defined as not being at arm's length. These 
include prohibitions on loans to directors, officers and substantial 
shareholders, and investment in shares or debt securities of a 
substantial shareholder. 


An additional policy option, and one which has gained 
support in the financial regulation debate over the past year, 
would be to employ procedures which would ensure ‘that 
non-arm's-length transactions are just and reasonable and are within 
the normal range of business activity in terms of price, terms and 
conditions. Such an approach would involve a system of review of 
proposed non-arm's-length transactions by an internal control 
committee consisting of directors who are independent of the 
transaction. These review committees would be Seen responsible 
for determining that the institution's interests, as well as those of 
its depositors and policy-holders, would not be compromised as a 
result of a proposed related-party transaction. 


Under such a review system, arm's-length transactions 
could be approximated, and third parties and regulators would have a 
ep degree of assurance that these deals would fairly reflect those 
which would be expected to occur in the open marketplace. The result 
would be that abuse of transactions could be blocked, while those 
productive transactions which would contribute to the efficiency of 
Our nets sector and the economy as a whole would be allowed to 
proceed. | 


A common method of minimizing potential consumer losses 
from conflicts-of-interest situations has been to eliminate the 
potential source. of conflict. then ab prohibition of particular 
combinations of financial services. Regulatory separation of core 
functions has, however, come under pressure for a number of reasons. 


First, judgments differ about which conflicts pose 
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insurmountable problems for financial institutions. Some nations 
enforce separability of particular functions, whereas others do not. 
Ey way of example, Canada and the United States enforce separation 
of underwritin and commercial lending, whereas Switzerland and the 
Federal Republic of Germany do not. The United States allows 
commercial banks to also provide trustee services, whereas Britain 
and Canada do not. And similarly, Canada and the United States allow 
a single institution to both underwrite and distribute securities, 
whereas in Britain, until recently, that did not occur. 


: In nations which do not impose separation to avoid 
particular conflict-of-interest situations, other private and 
regulatory arrangements have evolved to minimize abuses. 


A second reason why regulatory separation of financial 
services has come under pressure recently is that increasing overlap 
in functions among financial institutions in Canada has been occurring 
for some. time, usually. without resulting. in major 
conflict-of-interest abuses. Existing potential conflict-of-interest 
SE at ODe include trust management and basket-clause commercial 
ending... 


Mr. Foulds: What kind? 


Mr. Goldman: Basket clause. It is the 7 per cent provision 
that allows_for the basket of investments in non-trust-related 
functions. Perhaps | can elaborate on that shortly. It is otherwise 
called a "basket clause." 


Mr. Callahan: Is that in our glossary? 
Mr. Bond: No, it is not. 


Mr. Goldman: If you would like, | can ask Dr. Khemani to 
expand on that now. Tam going to come back to the term later. 


Dr. Khemani: Well, the companies are primarily in the 
business of providing trustee services. However, there is a provision 
allowed whereby a certain percentage of their assets can be in lines 
of activity such as commercial or consumer loans. And that ceiling in 
federal legislation has been put at 7 per cent, and so it is called a 
basket clause because it is not directly specified as to what that 7 
per cent can be applied towards, within the activities of commercial 
and consumer loans. 


Mr. Callahan: Does that mean that the trust company can 
loan money or invest in the trust that they are administering? 


Dr. Khemani: No. 


Mr. Callahan: Well, | do not understand that. You will have 
to go a little further. | 


Dr. Khemani: Well, historically speaking, the business of 
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commercial lending is eae se tay of banks, and the same 
with consumer loans. In 1967, when banks were allowed to get into 
the mortgage market, they liberalized the provisions for trust 
companies to get into some other non-trust-related activities, which 
is commercial lending and consumer loans. 


The reason why the vale was put in has been debated. One 
reason has been advocated, that if could allow the trust companies to 
gain experience. Another was that the ceiling would minimize the 
conflict-of-interest kind of situations which you have just alluded 
to, which could potentially lead to solvency-related problems. 


Miss Stephenson: Seven per cent of what? 

Dr. Khemani: Total assets of that company. 

Miss Stephenson: Total assets. 

Mr. oe So in essence what you are yg to do is to 
make certain that they--because their primary job is to look after, | 
suppose, estates or any other type of trust vehicle, you do not want 
them to be able to use those assets up in lending, and that is why the 
bank has a full range of 100 per cent, | guess. They can loan it out on 
various securities. 


Dr. Khemani: Banks are not similarly constrained, that is 
true, but banks cannot engage in trust functions. 


ale Mr. Callahan: But the 7 per cent, obviously, that they are 
allowed to Tend does in fact eat at least to the extent of 7 per cent 
into the trust funds that they are holding. 


Dr Khemani: It does give rise to conflict-of-interest type 
situations, potentially, but that is what our point... 


Mr. Callahan: But how are those people--the beneficiaries of 
that trust, how_are they Pioiorlee in the event that the trust company 
went belly-up? Would they in fact, on an overall basis, lose 7 per 
cent of the corpus of their trust? 

_ Dr. Khemani: That is not a matter in our area of expertise. 

Mr. Goldman: | think you would have to get... 

Mr. Callahan: That is our problem. 


Mr. Goldman: You would have to get some analysis on the 
effects of that situation. 


Mr. Callahan: That is called putting it in the basket too. 
Mr. Goldman: But it is only 7 per cent. The point being, 


however, that trust management combined with that kind of basket 
clause provision for commercial lending represents a potential 
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conflict of interest. And there are other such examples, like... 


Mr. Foulds: How does the term arise? | am curious. 


Miss Stephenson: It is all the range of loans that they make. 


Dr. Khemani: Because within the trust company legislation 
there are NED defined types of activities which companies can engage 
es ‘ae the 7 per cent Is not defined, so therefore it is treated as a 

asket. 


Mr. Foulds: Okay. 
Mr. Chairman: Mr. Bond has a question. 


Mr. Bond: The 7 per cent, does that include ETA assets, total 
assets under administration, or just the trust company's assets? 


Dr. Khemani: | do not know. 
Mr. Bond: Okay. 


_Mr. Ashe: It makes quite a difference in the potential funds. 
| mean, if you have got a company, to use a figure, that is capitalized 
and has retained earnings of a billion dollars but they make four 
billion as_a trustee and what have you, so--it is your understanding 
that it is 7 per cent of a billion, not 7 per cent of five billion? 


Mr. Goldman: That is my und eiecitG but that would have 
to be checked. I cannot stand as an authority on that. 


Miss Stephenson: | thought they were not allowed to use the 
assets of estates: ts 


Mr. McFadden: Pension funds from estates are not included 
in assets... 


_ Mr. Ashe: But! do not think--that is not =e) ale that they are 
spending that money. David, | do not think that would suggesf that 
they are using those funds. But it would give them more flexibility of 
having a bigger seven, if you will. 


lf they had, to use my illustration, if they had one and four 
for a total five billion, if Mey could invest up to three hundred an 
fifty million of their billion--l appreciate it is then 35 per cent, but 
it may be still 7 of the total funds that they have available to them. 


Mr. McFadden: We have some experts in the audience. | 
guess we could ask them. 


Mr. Chairman: Perhaps we could ask Mr. Goldman to continue. 
| think we know what we are talking about now, and we can go on to... 


Mr. Goldman: Be it large or small, there is a potential for 
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conflict. That is not the only point that | wanted to convey as an 
example, but there are viable solutions, in my submission, other than 
blanket and strictly enforced functional Separations, which are 
capable of addressing concerns about conflict-of-interest abuses in 
the financial services sector. And | do not intend to dwell very long, 
as | indicated at the outset, on this area of conflict of interest, 
because | really do want to turn to concentration in particular 
markets, which ts within our particular interest. 


But one such option, apart from a blanket and ae 
enforced separation, is the use of the Chinese-wall procedure, wit 
which | am sure you are familiar. 


Miss Stephenson: That is in the glossary. 


_ Mr. Goldman: | should have read the glossary in advance, to 
move it along! 


There is ample evidence from the U.S. that Chinese-wall 
procedures are very effective in protecting the public interest 
without imposing excessive regulatory burdens on the day-to-day 
Operations of. financial institutions. And_| think that allowing 
financial functions to safely commingle within the same institution 
in the manner | have described could be one way of effectively 
enhancing competition and premound greater efficiency in the 
financial services sector, but offering the kind of protection that is 
otherwise warranted. 


Ideally, questions concerning inter-pillar integration should 
be answered by having greater knowledge of the exact nature and 
aie of conflict-of-interest abuses and the efficiency. Gains 
hat could result in further integration. And it is not possible to 
make unambiguous comparisons between the costs and benefits of 
alternate industry structures and regulatory frameworks. 


As in the case with ey public policy issues, judgmental 
factors will play an important role in the final outcome. In this 
regard, it is my view that regulators should, as a eats Strive to 
Nectar ce forces as much as possible. This would insure 
administrative costs and regulatory burden on market participants is 
kept to the minimum. If, however, the inherent conflicts are believed 
to be insurmountable, then the onus should be for Roney iAseTS to 
clearly demonstrate the nature and incidence of the problem in order 
to justify continued separation of functions. 


On the issue of recent. trends. toward conglomeration 
involving concentrated ownership of financial institutions by 
non-financial entities, | am not quite as clear as to the most 
appropriate stance that one should adopt. This is a complex issue, and 
as evidenced in recent studies and financial sector policy review 
hearings, no easy solution does come to mind. | 


While implementation of a Bank Act model requiring widely 
held, dispersed ownership may be effective in preventing seli-dealing 
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abuses arising from non-arm's-length transactions, it does eliminate 
one very important mechanism for ensuring that there is efficient 
Seat of financial institutions, namely the market for corporate 
control.- | 


The potential for change in shareholder control of a 
corporation may. act as an effective incentive for efficient 
managerial behaviour and as a removal mechanism for inefficient 
management. On the other hand, allowing closely held financial 
institutions but implementing rigid bans on non-arm's-length 
transactions also entails costs because it prevents both beneficial 
and abusive transactions. 


_ There are therefore two measures which are the subject of 
discussion in this regard, namely requiring wide ownership of 
financial institutions or imposing rigid bans on non-arm's-length 
transactions. Fundamentally, the issue rests on which of these 
measures is effective while at. the same time entailing the least 
social cost. My initial impression is that both of these regulatory 
measures are rather extreme and that further work is required to 
explore workable alternatives. But that is not the focus of my 
attention today. 


| will now, however, address what | have categorized as the 
second set of concerns, which iS my primary interest, and these . 
concerns have been associated with high levels of corporate 
concentration in particular financial markets, which may be coupled 
bey SCORE Ne practices by large firms in those given 
markets. 


| would like to preface my remarks by first mentioning that 
various statistics have been cited in the business press regarding the 
degree of corporate concentration prevailing in the financial services 
sector and in the Canadian economy as a whole. At times, such 
Statistics have been used, if indeed not misused, to bolster one or 
another viewpoint.on the issues or concerns which | have delineated. 
It is not very fruitful at this stage of the discussions to find fault 
with the various measures that have been put foward or to point to 
deficiencies or non-availability of relevant data. | 
| think there does exist some consensus that in Canada, 
corporate concentration in the aggregate and in individual sectors and 
industries tends to be high. There is also likely to be some measure 
of agreement that concentration levels in the financial sector as a 
whole, if not in selected market segments, have been increasing and 
have importantly resulted from recent merger and acquisition 
activities of large firms. 


_ In analyzing concentration, one should consider that it is the 
relative importance or role different institutions play as suppliers of 
Specific products, rather than simply their aggregate size, which is 
initially relevant from a competition policy perspective. And | will 
be expanding on this theme tf fougneus these remarks, but aggregate 
size per se is not the focal point of our concern. 
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: Even comparisons of the relative share accounted by 
different financial institutions in specific financial markets, such as 
personal loans or residential mortgages, does not in itself ive an 
accurate picture of competition in these markets. In addition to 
seonieanie dimensions within each class of financial services, 
mel ets will also be segmented by the size of borrowers and the size 
of loans. 


Both demand- and supply-related factors must be evaluated 
in determining whether large firms are in a position to exercise 
economic power and to influence the degree of competition prevailin 
in a given market.. On the demand side, one needs to examine suc 
factors as the availability of substitute products. On the supply side, 
one needs to consider the actual potential number of market 
participants and barriers to entry. 


Interaction amig00 these and other factors may dramatically 
affect the nature of market power that is enjoyed by large incumbent 
firms. Generally speaking, concerns that concentration may result in 
abuse of market power are intensified in direct proportion to the 
height of the barriers to entry into a particular market. If entry 
barriers are low, then even firms in monopolistic industries may have 
to price near competitive levels and be dynamic and innovative, or 
else new suppliers will enter in to earn high profits or fill product 
and quality gaps. 


In addition, if customers have easy access to alternate 
sources of supply, then even in the short run firms will have 
ESD LMeS to behave competitively in order to not lose their market 
share. 


Mr. Foulds: Could you illustrate that, what you just said in 
theory, with some concrete examples in the financial world? 


Mr. Goldman: Well, if you. have two or three companies 
controlling a particular market--we will take the banking market as 
an example that may be appropriate here--and if there are great 
restrictions on threshold requirements or on nse requirements, 
or any other regulatory matters that impede the ability of others to 
establish competing concerns within the properly defined 
geographical market, which may be Canada in this instance, there is 
not going to be the same kind of incentive to compete, and there is 
also going to be a much greater potential for abuse than if you open up 
and remove those barriers to the extent possible so as to force even 
those in what we call now a "dominant" ponO8 in the marketplace to 
take account over their shoulder of some ae else who may be coming 
in and establishing a competing concern. And that forces them to be 
competitive, it forces them to be efficient, and to do whatever they 
can to maintain their market share. 


We are talking about barriers to entry, and | am going to 
expand on that shortly. 
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Mr. Goldman: These arguments apply to specific markets 
which are concentrated, regardless of whether the firms which supply 
particular financial services are large, single-industry or 
conglomerate affiliated firms. This is because the abuses which are 
often alleged to arise from conglomeration, such as reciprocal 
arrangements and mutual forbearance, are likely to occur only if there 
are barriers to entry which limit actual or potential competition. 


Conglomerate firms with holdings which span different 
markets may indeed meet as buyers, as sellers, as suppliers and as 
competitors. But--and | suggest this is important--the profitability 
of co-ordinated or collusive action will at best be transient if they 
are constantly confronted with competitive pressures. 


__The process of entry plays an important role in maintaining 
competitive pressures in the marketplace. Entry into a particular 
market Can occur in a number of ways. This will expand on your 
question, sir. 


Incumbent financial institutions can expand into new 
geographic or product markets, or newly created firms may emerge to 
Operate in particular markets. Also, firms operating in ofher sectors 
of the economy or in other countries may enter particular markets if 
Opportunities exist. Such entry can take the form of a new 
investment or merger, or an acquisition of existing firms. 


In this context, conglomerate Mey activity may in some 
instances actually be a form of pro-competitive entry, if it results in 
the more efficient utilization of existing resources or introduction of 
new financial products and services. us, while observed measures 
of concentration in particular markets may be a useful starting point 
in examining the state of competition in those markets, it. must be 
supplemented by other information on the characteristics of each 
market in hoes and the extent of potential competition in relation 
to that market. 


Further, in instances where observed levels of concentration 
are high, they can often be examined by more in-depth analysis. Anda 
relatively easy starting point in this regard is to identify if there are 
any regulatory barriers to entry. In the case of financial services, 
constraints on foreign ownership and entry, and separation of 
particular lines of businesses or the "pillars," as they are called, 
come to mind immediately as factors which serve to heighten market 
concentration and limit competition. 


However, given regulatory concerns over system stability 
and its relation to institutional solvency, | do not view reasonable 
initial capital requirements or examination of the personal integrity 
of applicants as detrimental entry barriers. Rather, they may be 
considered reasonable as the basic conditions of doing business in 
those markets. 


ee, 


Other factors which could assist in explaining high observed 
levels of concentration in certain markets may include the scale of 
output at which the minimum efficient size of a firm occurs. lf it 
occurs--that is, the scale of output--if it occurs at output levels 
large in relation to the size of the market, then only a few large 
firms would be expected to be in that industry. In such instances 
high observed levels of concentration would not be an indicator o 
lack of Competition, but rather the size of the market relative to 
efficient scale of production and operation. 


Also, increases in concentration may in some cases reflect 
the pursuit of economies of scale. And similarly, evidence. indicatin 
that there are efficiency gains from multi-product production--whicf 
is sometimes called in the economic literature, and | do not know if 
this is in your glossary, "scope economies"--multi-product production 
o that nature--it is not in there? | can ask Dr. Khemani to explain it 
O you. 


_ That concept of scope economies can explain current trends 
toward increased integration in the provision of financial services. 
For example--and this is one type of scope economy--the one-stop 
shopping for financial services. In economic terms, it is called a 
scope economy. 


Mr. Callahan: A financial supermarket. 


Mr. Goldman: Yes. 


ite | would like to conclude this section of my presentation by 
so out that many of the concerns posed by high aggregate or 
overall concentration are in fact Issues which stem. from 
concentration in particular markets, and one should not lose sight of 
this. Except perhaps in terms of influence upon the socio-political 
process, most concerns about aggregate concentration and 
conglomeration arise when the firm in question has economic power 
in relation to a particular market, with the potential to abuse that 
power. 


Be In other words, once again, it is not just size per se, but it 
is size coupled with the potential to abuse the economic power. In 
other words, the necessary condition which may give rise to 
anti-competitive practices alleged to result from concentration or 
conglomeration is the existence of market power, and it is power 
with respect to a particular market. And | want to emphasize, it is 
not market power per se that causes anti-competitive practices 
which harm the economy, but rather the abuse of that market power 
by those who may enjoy It. 


And aside from outright. fraud, which no regulatory 
framework can completely prevent, in my view the maintenance of 
competition in markets is a basic requirement for minimizing the 
occurrence of potential anti-competitive practices and limiting the 
potential for exercise of abusive economic power in those markets. 
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Now, Mr. Chairman, | have some other remarks relating to 
the new Competition Act, and | thought it may be helpful for your 
committee if | could discuss, under the general heading of 
"Instruments of Public Policy,” the scope of the new legislation which 
yas tee brought down in June of this year, that does represent a very 
significant change In the way mergers and abuse situations are going 
to be handled at the federal level. And then | will try to bring it back 
if | may, at the end. But | thought | would take some time now and 
review for you only those provisions that may bear on your review of 
the financial sector. 


_. The new Competition Act does contain a number of 
tibet de which, in my view, should be of importance in addressin 
he issues of concentration and conglomeration in our financia 
system. And | will outline several of those provisions in some detail. 


| would stress that the Competition Act is a general law of 

Benet application, but it does have relevance to issues CoAGE EG 
e financial services sector because services, including financia 
services, are genera within the scope of the Competition Act. And 
there are a host of other provisions in the new legislation, and | will 
not touch on those; they would form the subject of a day's discussion. 


nat The new merger provisions, in particular, now fall under 
civil law review. They used to be subject to only criminal 
proceedings, which required proof beyond a reasonable doubt, required 
pert that the merger lessened competition in a form that the courts 

ad categorized as showing detriment to the public in fact. In other 
words, one had to prove beyond a reasonable doubt, under the 
Combines Meee as OD Act, thatany proposed merger acai caused 
in fact detriment to LEAD eUG: That was a very onerous tesf. It was 
aN eSh in fact, that did not see much success on the part of the 

rown. e 


So after many years of study--it has actually taken close to 
20 years to bring these changes about--since the Economic Council's 
report in 1969, we finally do have new legislation in Canada that 
should provide an effective framework for assessing merger activity, 
and again with respect to particular markets. 


The statutory test that is now provided for is no longer one- 
that requires proof on the criminal standard of beyond a reasonable 
doubt, nor is it applied in the context of a criminal court proceeding. 
Rather, it is a test_that requires showing--that is, the Director 
SOG before the Competition Tribunal, which is newly established 
under the legislation, whether a merger substantially lessens 
competition. And in deciding whether competition would be lessened 
substantially, the newly established Competition Tribunal may have 
regard, in accordance with the legislation, to a non-exhaustive list of 
factors, such as: the extent of foreign competition in the market that 
is affected by the merger; and whether that foreign competition has 
acted as a Sufficient discipline on the market; and whether the 
COR NGe party was about to fail; and the availability of substitutes; 
and barriers to entry into that particular market. 
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In addition--and this is important, | eeelheent for your 
deliberations--the tribunal is not permitted to find that a merger 
substantially lessens competition solely on the basis of evidence of 
market share or concentration. That is specifically provided for in 
the new legislation. 


_ The merger provisions also provide a specific defence in 
situations where gains in efficiency would outweigh and offset the 
anti-competitive effects, lessening of competition, that would derive 
from the merger. And there are specific provisions in there that 
attempt to define what these gains in efficiency are, but you should 
appreciate that it is not enough simply to look at the market share in 
eaneea ul, say that these entities occupy X per cent and therefore it 
must be bad. 


The legislation has gone well beyond that. It has taken a 
much more sophisticated analysis of mergers and concentration, and 
it requires the new Competition Tribunal to assess any such merger in 
terms of specific statutory factors, and a specific provision which 
provides an affirmative defence for gains in efficiency that may 
outweigh the anti-competitive effects. 


Mr. Mackenzie: Does market size then not have any bearing 
on the decision at all? 


Mr. Goldman: No, no. | do not want to leave you with that 
impression at all. Market size is certainly an important factor that 
will be looked at and cannot be ignored, realistically, but it is not the 
only factor and the tribunal cannot make a decision based solely on 
market size. It has to look at each of the factors that are listed in 
section 65 and it also has to look at the issues raised, at gains in 
efficiency and at other of the statutory terms. 


And that is largely similar, but not exactly the same, as the 
approach that those in the United States have taken. | am not 
SU gesting that our law will evolve on the same terms or principles, 
but the general drift of the United States law, which has had far more 
experience in assessing merger activity and concentration, is now to 
move beyond an assessment of the merger based almost essentially on 
market share ratios. They have the Herfindahl Index there that has 
been applied in recent yeas and the U.S. authorities are moving away 
from that kind of strict analysis. 


There are also provisions in the new law that allow parties 
to apply to the Director for an advance-ruling certificate. And this is 
brand new. If the certificate is granted, it binds the Director not to 
apply to the tribunal for an order prohibiting the merger. There are 
specific provisions exempting eine ventures, and it is a completely 
different approach to the evaluation of potentially anti-competitive 
merger transactions. 


Mr. Foulds: Can | ask you a question? 
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Mr. Goldman: Yes. 


Mr. Foulds: How do ycu predict whether or not a merger is 
going to have, in the future, an anti-competitive element to it? 


Mr. Goldman: Well, yes. The evaluation--coming back up for 
a moment--can proceed both in the case of a proposed merger, where 
the test is whether it is likely to lessen competition wide FE Bs 
and in the case of the completed merger. So we are not restricted fo 
just proposed mergers. 


: But coming to proposed meet there is a process that will 
Coe ea ao what the present state of the market is, and that 
necessitates defining the relevant market in terms of geographic 
considerations and product considerations. And having done that, the 
tribunal, | suggest--and this will ultimately be for the Competition 
Tribunal to decide because they will be setting the law in Canada, not 
me--they will have to assess whether the proposed takeover or 
merger of this matter before them its likely to substantially lessen 
competition in that properly-defined market. And in reaching that 
assessment, they have gof to go through each of the factors: the 
nave got to look at efficiency and they have got to look at, | suggest, 
economic and historical data, and pas icaet make a judgment call as 
Ns wbeliet or not that competition is likely to be substantially 
essened. 


We have not had the deen) to effectively engage in 
that kind of analysis in Canada because of ihe deficiencies in the past 
merger law. That is gone now. They have been able to do it, to some 
extent successfully in the United States, and hopefully will be able to 
accomplish the same ends in Canada in appropriate cases. But it has 
been done. It is not without precedent. It is a complex set of issues. 


Mr. Foulds: Yes, and what you can never take into account is 
whether two mergers over here that occur in 1986 might result in 
another merger in 1989. 


ie Mr. Goldman: But each merger can be the subject of an 
additional review proceeding by my office. One is not gueD clearance 
for all mergers if they apply for an advance-ruling certificate .. . 


Mr. Foulds: Will the standards in 1989 be the same 
standards that you are applying in 1986? 


lay Mr. Goldman: | do not know if | can answer that. It is a 
difficult question. 


Mr. Foulds: Right. Yes. 


Mr. Mackenzie: Is it also a judgment call, if you will forgive 
me, in terms of one of the factors being an increased productivity or 
an increased efficiency? How can you totally measure that in a 
merger situation? 
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Mr. Goldman: Well, that is a matter that the tribunal is 
going to have to assess. In Canada, we have a statutory provision that 
requires gains in efficiency to be considered in accordance with the 
statute.- The United States' gains in efficiency only occupy one of the 
merger guideline provisions. They do not have the same statutory 
force, and they are reviewed by the Anti-Trust Division of the 
Department of Justice in some detail in the course of negotiations in 
deciding whether they will take the case on, whether they will 
proceed with a contested hearing or whether they will not. 


It is a very difficult process, without question, but it is one 
that Parliament has mandated in the legislation that we shall engage 
in. And | just cannot answer that in a few short words. 


You have to look at every single case individually. You have 
to look at the state of the markef that has existed in that particular 
case, after you properly define the market. And | can tell you that 
there are often oie! battles in properly defining what the relevant 
market is. And then you proceed from there into an assessment, with 
economic and industrial organization evidence, as to what the likely 
effect of that merger is going to be. 


Miss Stephenson: Where have you found this collection of 
Solomons... 


Mr. Goldman: This collection of Solomons? 

Miss ee . . .who are going to be functioning as 
members of the tribunal? | do not want names. Are they internal, 
external, a mixture, or... 

Mr. Goldman: Okay. Let me answer that in the same fashion 
that | have done. Tam not involved in the matter of appointments to 
the tribunal, ever since the--| cannot be involved because of the 


separation of functions. We are the investigative arm and the 
tribunal is the adjudicative arm. 


Mr. Callahan: It would be done in a non-patronage way, | 
would think’ 


Mr. Goldman: Pardon me? 
Mr. Callahan: It would be done in a non-patronage way? 


Mr. ee Well, | would hope so. | would hope so. We are 
hoping that we get the best people for the job. i 


Now, four judges have been appointed. Perhaps | should back 
upie: 


Miss Stephenson: And it is in fact the judiciary . . . 


_ Mr. Goldman: No. Let me explain this, because those are good 
questions. : 
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The Competition Tribunal--l was maybe moving a little too 
fast through the legislation. But a newly-established Competition 
Tribunal is also a unique institution. It is a hybrid institution, and by 
that | mean it will consist of four judges of fhe Federal Court Trial 
Division. They have been appointed, and the Chairman is Madame 
Justice Barbara Reed. And it will consist of up to eight lay members, 
as they are called. They are non-judicial members, and they. will be 
drawn from various fields: the economic field, the academic field, 
the business field and other such fields. 


. ; Now, because Parliament recognized how difficult a job this 
is going to be in properly assessing merger activities, not only was it 
ultimately resolutioned that it should be done by a mixed panel 
because there have to be both alee and elke on each panel, 
but also, before the Minister of Consumer and Corporate Affairs goes 
ahead with recommendations as to appointments, there is a provision 
in the new legislation for a consultation grotp or an advisory group to 
be set up to find the best people for the task. 


whe So it is being taken quite seriously because it is such a 
difficult role to fill, but we intend to do what we can in terms of 
assessing merger activity, and hopefully the tribunal will have the 
proper manpower to make the appropriate judgment calls. 


Mr. Callahan: Just a supplementary, if | could, on that. Are 

Ou moving close--and | think it is Pee icularly critical in this 

ribunal that this initial grout will almost be set up along the lines of 

the U.S., where you have confirmatory hearings on whether those 

eople should sit’or should not sit. Because it Seems to me that this 

ype of an activity can have a tremendous impact if the person has 
any type of conflict. 


Miss Stephenson: Yes. Is that the procedure to be pursued? 
| do not think that Is what he is suggesting. 


_ Mr. Goldman: 1 cannot go into the procedures for 
appointment of the tribunal, other than to tell you what is in the 
legislation, because it is not my province. Again, that is a separate 
matter which the federal government is addressing now under the 
provisions of the Competition Tribunal Act. And you are welcome to 
read that legislation. It does provide for a very Careful appointment 
process. 


Mr. Calan, Will this new procedure eliminate the 
Combines Investigation Act? 


_Mr._Goldman: Oh, well, let me start at square one. The 
Combines Investigation Act was replaced on June 19th of this year. It 
no longer exists; it is gone. There is now the Competition Act. We 

rovided a copy of it to the clerk of the Committee and we will be 
appy to make copies of it available to you, as well as the 
Competition Tribunal Act. 
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There are two statutes that were brought in in Bill C-91. 
They were brought in in June of this year. And the Competition 
Tribunal Act sefs up this new tribunal, the hybrid tribunal that 
provides for ogee presiding but also for lay people to sit on these 
panels. The Competition Act replaces the Combines Investigation Act. 
And we now have a much more detailed statutes in certain respects. 
There are a host of amendments, as | tried to indicate at the outset, 
that were brought in. 


_. The name of the statute was changed. Many of the same 
provisions continue to exist, such as most of the criminal offence 
provisions, as they were in the Combines Investigation Act. But there 
are new provisions... 


Mr. Mackenzie: Oh, they are still there? 
Mr. Goldman: Pardon me? 
Mr. Mackenzie: They are still there? 


_. Mr. Goldman: Yes, definitely. The criminal offence 
provisions are there and in fact, in some instances, particularly with 
respect to conspiracy, they have been bolstered. There are 
ambiguities that have been removed in terms of the intention 
requirement, the mens rea requirement, as it is called. By way of one 
ae a the fine for conspiracy under the Act has been increased 
from $1 million per count to $10 million per count; not a trivial sum. 
And there are other such amendments. 


_. But the bulk and the focus of most of the attention was on 
bringing in new provisions in the merger field and in terms of 
examining abuse of dominant position to replace the old criminal 
monopoly provision. It is now called "abuse of dominant position," and 
that is another area that | was going to get into. 


Mr. Callahan: So you now have an act which combines a sort 
of civil approach with the balance of probabilities, as opposed to the 
reasonable doubt, but you also have--within the criminal provisions 
of that act, the onus would still be beyond a reasonable doubt? 


Bi Mr. Goldman: Yes. Let me put it in this perspective, because 
it is an act that now has two distinct tracks or avenues in it. 


_ Those tracks that follow from an inquiry by my office are 
either if a matter that we have inquired into gives rise to a criminal 
offence--if in our view it gives rise to a criminal offence, it is sent 
over to the Attorney General of Canada for the one General's 
pleasure and prosecution. In other words, it goes down the criminal 
route. And that is conspiracy, resale, price maintenance. 


You have seen the recent conviction, for example, of Sunoco 
on resale price maintenance and misleading advertising. There are a 
host of other criminal offences that continue to exist. None of them 
were removed in the new Competition Act. And that is one avenue or 
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The second avenue or track is the civil side, and that 
includes--that is a procedure that follows again from an inquiry, on 
the part of the Director in most instances, unless we are easing 
preémptive action with respect io a proposed merger, but we woul 
proceed before the Competition Tribunal for what is generally 
considered an administrative law type of hearing. The standard of 
proof is balance of probabilities. 


_ The tribunal is in the process, as | understand it, of 
examining what rules it is going to hand down for regulating the 
procedure before the tribunal, but the tribunal has broad injunctive 
powers. They do not have powers to award damages, but they have 
injunctive powers to deal with a host of situations that include the 
ones that used to be in the Combines Investigation Act, what were 
called "reviewable practices." 


_.. There are market restrictions, which are. restrictions on 
territorial distribution, exclusive dealing and tied selling. Those are 
still there, they are before the tribunal. Then, in addition, the 
tribunal has exclusive jurisdiction over the review of merger 
activity, and | was in the course of discussing that. 


In addition, the tribunal has jurisdiction over abuse of 
dominant position, which replaces the former criminal monopoly 
rovisions. The tribunal has jurisdiction over something called 
‘specialization agreements," which are brand new, that allow parties 
Re to the tribunal for an order clearing certain agreements that 
might otherwise give rise to a conspiracy offence, with the basic 
premise being that if they can show sufficient gains in efficiency 
where SNe GNes uP producing a product and the other one gives up 
feb due if, and they go in tt together on a joint venture basis, It 
might get clearance before the tribunal. 


_ _, And there are_a range of matters that will be governed by 
this tribunal. Only the Director has access to the tribunal, except in 
the case of specialization agreements. That was a much-debated 
matter before Parliament, Private persons, however, do have the 
Statutory right to Bey to intervene in any proceeding brought before 
the tribunal by my Office. 


Mr. Callahan: Is there a sort of. pre-clearing--in other 

words, before you get to the tribunal stage, is there a Wey: just as 

ou can get an advance tax ruling on a corporate procedure from 
V 


evenue Canada, can yeu get an advance NA OTD you which might 
not require the matter io go before the tribunal’: . 


_ Mr. Goldman: Yes, and | may have been going a little too fast 
in the interest of time. Let me explain that. : 


Mr. Chairman: You will have to excuse our interjections, but 
we--the provinces did not get all the news. | think we were too busy 
fighting doctors in June. But whatever it was, a lot of this is news to 
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Mr. Callahan: We were not etal aie doctors, we were 
discussing the issues with the doctors, is what we were doing. 


Miss Stephenson: lf that was not fighting, God knows what 
we are going to get into next! 


Mr. Goldman: | am quite pleased to explain this new 
legislation to you. We have been spending a good deal of time at 
SSCs and seminars taking these sorts of questions for days at 
a time. 


Mr. Chairman: | appreciate your patience. 


Mr. Goldman: |! am quite happy to answer any questions 
relating to if because T think that the new legislation does bear, to a 
significant extent, on some of the aspects of your deliberations. 


There is a procedure now that is in addition to the program 
of compliance that | was going to just mention, and | will come back 
to that. There is a statutory procedure under Section 74 of the new 
legislation--and we will provide copies of the office consolidation to 
you; it has just come up recently. There is a procedure which allows 
parties to apply to the Director for what is called an advance-ruling 
certificate, with respect to a proposed merger. 


' It is the first time in the history of competition legislation 
in Canada that there has been a statutory provision that allows for 
this kind of certainty, because if_the advance-ruling certificate is 
Ben it does effectively bind the Director not to proceed before the 

ompetition Tribunal, provided that the conditions of Section 75 of 
the act are met, which require substantial completion within one year 
of the handing down of the certificate. 


So parties do have the option of gaining certainty if they are 
prepared to come in in advance and seek such a certificate, and in so 
doing they would have to persuade us that there are not grounds upon 
which we would proceed to the Competition Tribunal for an order with 
respect to that merger. And in some cases, it will be a relatively 
easy task if no competition issue is raised with respect to the 
particular market. 


In other cases, it may be a difficult task and a difficult 
process of negotiations. They are done in confidence, because there 
are confidentiality and privacy provisions in the statute, and of 
course when you are dealing with proposed merger transactions that 
mA e OH pee y and confidentiality is necessary so that the market is 
not disturbed. 


There are also specific provisions in the new_legislation 
that govern consent orders, and that is brand new. The Competition 
Tribunal is authorized now specifically to issue a consent order 
which would follow from negotiations not just with respect to 
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proposed mergers or any other merger_activity, but also any_other 
matter that may be brought before the Competition Tribunal. Those 
would be orders that would be made on the recommendation of the 
pave ep bec affected, in my office, to the tribunal. The tribunal 

SS ultimate authority, of course, but they can grant such consent 
orders. 


So all of this does lead to a much greater consultative 
process than existed before with the Director's office in respect of 
Bane Soe mergers and other reviewable matters before the 

ompetition Tribunal. 


Mr. Callahan: Just one final question, if | could. In the event 
that a predetermination is made by your office or in the event that 
there is a consent order or in the event that there is an order made by 
the tribunal in finality on a merger and the merger takes place, and 
you have made your best judgment you can make on the basis of 
whether it is in line with the act or contravening the. act, what 
happens if after the merger actually becomes a merger in fact, the 
climate changes and you in fact have made the wrong decision? Is 
there a mechanism for, other than--outside of the criminal 
sections, to take back the merger, as it were? 


le Mr. Goldman: No. If they have been given an advance-ruling 
certificate and they proceed on the basis of that certificate, they are 
not subject to challenge, provided it is completed on the same facts 
that were made available to us. If they shift any of the premises or 
AB aS facts that come in to us, then there is an opportunity for 
challenge. 


__ The order, though, of the tribunal can be varied. There isa 
rovision for variation of an order of the tribunal. But largely, people 
hat are successful in having these matters resolved by 

advance-ruling certificates or consent orders will be able to proceed 
uncontested. That is the purpose of it. 


_ Mr. Callahan: | am just thinking that in any human activity 
there is always the possibility that the judgment call you make may 
be wrong, and it may be no peer ecetly clear at the time that the 
merger is presented in any one of those three fashions, but after the 
fact. Particularly on that area about the productivity--| cannot find 
it, but that is a factual situation, and the facts may change. Now, are 
you saying to me that once the certificate of compliance has been 
aen or once they have gotten the go-ahead from any one of those 

ree procedures, there is no way of re-reviewing what... 


Mr. Goldman: There is--! tried to explain--in the case of an 
advance-ruling certificate, if they go ahead not on the same basis 
upon which the certificate was issued, that is one contingency. 


' __ On the other side of it, there is a specific provision--| was 
{ust giving the section number, Section 78--that provides that the 
ribunal may vary its order if the circumstances that led to the 
making of the order have changed and in the circumstances that exist 
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at the time of the subsequent application, the earlier order would not 
have been made. 


~ So there is a protection in there with respect to orders 
made by the tribunal. 


Mr. Callahan: So there is in fact a review that can take 
place, FSFE at any time after that, if facts come to the attention 
of the tribunal, by whatever method, to determine whether or not the 
merger has been properly judged? 


Mr. Goldman: No. 


Miss Stephenson: No subsequent tribunal has the right to 
judge the decision of a previous one? 


Mr. Goldman: No, there is a provision that enables the 
aN to make an order that rescinds its earlier order under Section 
Mr. Callahan: And there is no time limit on when that can be 
done? 
Mr. Goldman: No time limit on that. 


__ Mr. Callahan: So there is in fact a review, as Dr. Stephenson 
had said... 


Mr. Goldman: Yes. 


Mr. Callahan: ... that if the facts--if you have made a bad 
call--| always feel it is like the umpire, you know, that maybe you 
can reverse the call if you have made it in your best... 


Mr. Hennessy: An umpire never reverses a Call. 
Mr. Foulds: Only on the National Football League these days! 


! Mr. Callahan: Okay, that is fine. That is what | was 
interested In. 


Miss Stephenson: Could you clarify forme... 


; Mr. Chairman: We are going into another topic now. | wonder 
if you want to finish what you have to say, because we are running 
over. | am not concerned about that so much as that you may have 
other things that we would never get to. : 


_ Mr. Goldman: | do, actually. And we will just verify that 
last point, but there is a review procedure under Section 78. — 


There are specific provisions in the new legislation that 
bear on the financial market generally. | do not want to leave you 
with the impression that the review of mergers applies to all aspects 
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of the financial market. And in. particular, there is Section 66(b), 
which specifically exempts the tribunal from making an order under 
the merger provisions in respect of a bank amalgamation under 
Section 255 of the Bank Act, or an acquisition by a bank of_assets 
under Section 273 of the Bank Act, where the Minister of Finance 
certifies to the Director that the merger is desirable in the interests 
of the financial system. 


So if there is any such certification by the Federal Minister 
of Finance, then the matter cannot proceed before the Competition 
Tribunal under the merger provisions. But if there is no such 
certification, bank pclae are reviewable. And the review authority 
for bank mergers_and agreements has been now brought into the 
Competition Act. The Inspector General of Banks no longer has that 
authority; it is now a matter within the ambit of the new 
Competition Act. 


_. There is_also some question as to whether the merger 
provisions of the Competition Act would apply to amalgamations of 
provincially-incorporated financial institutions which have been 
sanctioned by the Lieutenant Governor in Council. This is an open 
question at the present time. 


Miss Stephenson: That is the question that | have been 
trying to ask. 


Mr. Goldman: Oh, well, then | am going to elaborate on that 
because that is a very real question at the present time. And if you 
will pace with me, | will try to explain what the factors are in fhat 
regard. 


; Part of the past case law under the Combines Investigation 
Act included a doctrine which was known as the regulated conduct 
defence, and that is a conduct-specific defence which negates the 
application of the act in respect of those activities which are subject 
ie pec regulation under validly enacted federal or provincial 
statutes. 


There is now an interesting issue which is raised by the 
enactment of the new civil merger_provisions which are adjudicated 
upon by the Competition Tribunal. The new issue arises because the 
fundamental premise and jurisprudence on the regulated conduct 
defence was derived from the prosecution of criminal offences. The 
queRten that now exists is whether it can be assumed that that 

octrine will continue to apply in the same fashion to matters that 
are reviewable under a new Civil law standard. And we now have in 
Hae in the form of the Competition Tribunal, a national regulatory 

ody that is not applying criminal law and which will be adjudicating 
whether in certain instances mergers ought to proceed, and if so, on 
what terms. That is completely different than the earlier law, which 
examined whether there was a criminal offence that was taking place 
and conduct detriment to the public. | 


There is now, in light of this new enactment, the 
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possibility for competing path NGL decisions. In other words, if the 
rovisions of the Competition Act are seen as an exercise of 
arliament's power over trade and commerce in the form of a national 
regulatory saint it might not prove as difficult for the courts to 
conclude that Parliament may have intended, in legislating for the 
eneral regulation of trade affecting the whole Dominion, which is 
e trade and commerce power, to Seca some aspects of conduct 
which a provincial authority could otherwise permit. And there is no 
case directly on point in the precedent. It is a new issue and it Is a 
complex isSue which may or may not become the focal point of 

judicial attention at some future time. 


But if it is determined ultimately in favour of the 
competition legislation, it may result in all mergers being the 
subject of review under the Competition Act, ede for those that 
are specifically certified as exempt by the Minister of Finance. 


| thought | would just point that out to you. It is a very 
interesting question that may be resolved in the near future. 


_. Mr. Chairman: You have, | think, some Supreme Court 
decisions about five or six years ago that suggest that if you are 
looking at a particular industry which is a provincial industry, you 
cannot do that. Just changing the act does not necessarily give the 
federal government the power. 


Mr. Callahan: It. goes back to the old question of the 
mortmain licence. If is a jurisdictional question, | would think. 


Mr. Goldman: Let me come back to that point because what 
you are referring fo is, | think, the Jabour case, which was the 
decision of the Supreme Court of Canada a few years ago that said 
that the competition law--at that time it was the Combines 
Investigation Ac--did not apply for purposes of proceeding with a 
conspiracy case against debentures of the Law Society of British 
Columbia because they were exercising their authority under a valid 

rovincial statute, and the regulated conduct defence exempted that 
rom the application of the general law under the Combines 
Investigation Act. 


_ There are two issues that follow from that case, which is 
why | raise them now before you, so you should be aware of them. 


1e First of all, there are many writers who have taken the 
Peon that that case, the Jabour case, was a relatively unique one 
hat was looking at particular facts before the court, namely whether 
the conspiracy section could be invoked to bring before the court the 
actual governors, those doing the regulating function, as opposed to 
an industry situation where you have before the court those entities 
or persons who are the subject of regulations. So it may be a rather 
unique case in that regard. 


_. And secondly, even as Mr. Justice Estey pointed out in that 
decision when he gave the reasons for the court, fhe focal point of the 
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regulated conduct defence that he discussed was the question of 
criminal conduct and whether that which is specifically mandated b 
a valid provincial regulator could ever be viewed as being criminal. 
And the point that arises is a situation where you have a national 
regulatory body not ca eee criminal law but making a determination 
on a trade and commerce basis: a decision that might in factbe in 
conflict with a decision EAOP RLY made ey a validly constituted 
provincial body. And that Is the only point that | wanted to raise. It 
Is an area of question. 


There is a provision in the legislation--to come back to the 
earlier question about review of mergers, there is no authority to 
review a merger more than three seas after it has been substantially 
por EI eO, hat is in Section 69 of the act. There is a three-year 
imitation. 


So | think it is fair to say that three years after that merger 
is over, nothing can be done about it. 


Mr. Callahan: Well, that raises an interesting question. | 
suppose there has fo be finality for any person to get on with their 
affairs. But it was raised by Mr. Mackenzie, | think, or Mr. Foulds 
perhaps, that surely if we reflect back on the state of the economy 
and the way business is done over just the last five years, we would 
see that there will be dramatic changes, and in fact if there is no 
Opportunity to review even outside the three-year Seite you could 
wind up with a merger that was granted, took effect, and has a 
detrimental effect on the operation of the business community as a 


whole. 
e 


: Mr. Goldman: Well, all | can point to is the decision that 
Parliament has taken to put a three-year limitation on the right to go 
back and review a merger. And | think it is fair to speculate that in 
most instances the mergers will be reviewed in and about the time 
that the merger takes place. But it was decided that a three-year 
limitation was the way Parliament wanted to go on these matters. 
That is within the legislation. 


_ There are also--if | may just selpicts this summary of the 
new legislation--there are Beeld pre-notification provisions, which 
are brand new. They have not been proclaimed in force as of yet. 
There are regulations that are being drafted to accompany those 
provisions, and they will require pre-notification to the Director of 
certain very large merger proposals, with a compulsory waiting 
period of up to 21 days before the proposal may go forward. That is 
after all of the material has been filed. 


Those pre-notification requirements are in part 8 of the act, 
and as | said, they apply to large transactions such as ones where the 
parties must have total assets or annual revenues in or from Canada 
of over $400 million, and a second-transaction threshold of ae 
million with respect to the particular assets of the entity involved. 


These are, again, very detailed, and | simply want to refer 
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you to them. We would expect the pre-notification provisions to be 
rought in some time in the early part of 1987. 


~ But the merger review provisions should not be confused 
with that. They are in force ipday And SIR because entities do 
not have to pre-notify the Director's office of certain transactions 
that they would ofherwise have to notify us of once the 
pre-notification provisions are in, it does not mean that a merger 
review is not taking place. 


There are specific classes of acquisitions which are exempt 
from pre-notification, and among those are acquisitions of votin 
shares solely for the purposes of underwriting the shares. And 


Beopaoe to discuss these in some detail in the written paper, and | 
hink you will have that before you. 


_. | have talked about the abuse-of-dominant-position 
provision, and | would just refer you to Section 50 of that set of 
Beets because some of the anti-competitive acts that can form 
he basis for an application under the abuse provision to the tribunal 
may have some particular relevance to the financial sector. And you 
will see that when you review Section 50. 


| have mentioned for you that the conspiracy section has 
been bolstered. There are specific exemptions from the conspiracy 
section, and particularly arrangements among security dealers. There 
is also a specific exception now with respect to agreements among 
the banks. They are done under a separate section, a new section 
which makes banking agreements on certain terms illegal per se, and 
they are all set out in new Section 33. Again, there is a provision 
that allows the Minister of Finance to cerfify that the arrangement 
should go forward for the purpose of financial policy. So that that 
can take it out of Section 33, which is an agreement provision for 
purposes of banking agreements. 


You should also know that the new Competition Act now 
encompasses Crown corporations, and that is a major change. It 
encompasses both federal and provincial Crown corporations in its 
ambit, to the extent that they engage in commercial activities in 
competition with other persons. And that followed the Eldorado 
decision of the Supreme Court of Canada, where the court did 
recognize the inherent unfairness of not sutuelii) Crown corporations 
under the same provisions as others with whom they compete. 


| will skip over the discussion | had planned for tied selling 
and market restriction, but let me just tell you that there is also a 
program of compliance. It does not have specific statutory provisions 
governing it in the legislation, but it is a program that provides for 
voluntary education and the handing down of opinions as to whether 
the act would apply to certain proposed situations. And that has been 
‘in existence for a oie number of years, and we do make efforts to 
assist members of the business community to avoid coming into 
conflict with the act. 
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Those are not binding opinions; they do not have the same 
legal force as an advance-ruling certificate, but they are available 
with respect to all sections of the legislation. dvance-ruling 
certificates are only available with respect to the merger provisions. 


| am going to try to wrap up in just a few pages. |.am goin 
to proceed to discuss certain matters relating to_the issues o 
eneral sett control, and | will just leave the Competition Act 
ora moment. 


_ Strong competition legislation is not the only policy tool at 
our disposal to address concerns about concentration and 
conglomeration in the financial services sector. A relaxation of the 
existing regulatory policies. which limit inter-pillar competition 
would also. mitigate ete increased concentration and potential 
abuses by incumbent firms. In this regard, | would mention that the 
freedom for new firms to enter into an industry is certainly an 
effective way of ensuring a healthy competitive environment, and of 
increasing economic efficiency and of discouraging abusive behaviour 
in our financial services market. 


_ There are two general groups of financial regulations which, 
in my view, have the effect. of impeding entry and restricting the 
degree of competition in the financial services sector. These are the 
restrictions on the business powers of Canadian _ financial 
institutions, which serve to narrow the line of business of individual 
firms, and foreign i Meetaulie restrictions which limit participation 
of these firms in our financial services market. 


_ Currently, both the federal and provincial statutes and 
regulations which govern the business activities of a wide range of 
financial institutions contain restrictions which serve to limit_the 
types and amounts of financial services they can provide. The 
business activities of trust, mortgage, loan and insurance companies, 
tg pains a few, are prescribed in this manner by the governing 
statutes. 


_ These companies are thus quite limited in their ability to 
offer financial services which are not explicitly set out in the 
provisions which define their business powers. A prime example 
would be the statutory limitations on the amount of commercial and 
consumer loans that frust and loan companies are allowed to make. 
And currently, these loans must not be made through the 
so-called--famous words now--basket clause, and cannot exceed 7 
per cent of the lender's capital and guaranteed funds. 


On this point, | must hasten to add that | am pleased to see 
that the recent proposals to amend the Ontario Trust and Loan 
Corporations Act would allow institutions greater flexibility by 
expanding the scope for consumer and commercial RTO: Life 
insurance companies face other restrictions: they are unable to offer 
financial services to customers for the purchase of their own 
insurance annuities, nor can they act as agents for the sale or 
redemption of government securities. 
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| have mentioned these examples in order to illustrate the 
kind of regulatory restrictions which | believe could serve to limit 
participation in a number of important financial services markets. 


_In my view, the easing of these constraints would promote a 
more efficient and responsive industry and assist in assuring we have 
a healthy, competitive environment. 


_ The foreign ownership restrictions that EN to most 
financial institutions also represent a significant barrier to 
increased competition and entry in this sector. It is no secret that 
financial markets are becoming Increasingly international in both 
nature and scope. | think it would be unwise to insulate ourselves 
from increased global competition, and | believe it would become 
increasingly aepaten that regulatory barriers which restrict capital 
movement into Canada can only be maintained at a cost to the users 
and suppliers of financial services in this country. Again, | welcome 
another initiative being taken by the Ontario government which would 
ease the restrictions on the participation of foreign firms in the 
securities market. 


_ | would like to conclude my presentation this afternoon by 
reiterating that corporate concentration is a multi-dimensional and 
complex phenomenon. | believe that many of the concerns associated 
with eis levels of corporate concentration can be traced back to the 
extent fo which competition prevails in given markets. High levels of 
corporate concentration ay be a matter of major concern when 
markets are not contestable; that is, when incumbent firms are 
sentrenched in their respective markets and are insulated from the 
competitive process by regulatory and structural factors. 


In such situations public policy should, in my view, strive to 
ensure that an open, flexible and dynamic market environment 
prevails. This objective can, in part, be pursued by the application of 
se ela OW eed of the new Competition Act, which | have 

escribed. 


_ The Competition Act clearly has the PeQteniay to be an 
SuSE pORey instrument to be used in addressing issues of 
concentration and anti-competitive practices in a given market, or 
other abuses that can stem from market power. Of particular 
importance is the fact that the provisions dealing with mergers and 
abuse of dominant position are no longer part of the criminal law. 
This considerably eases the task of the Director in addressing those 
matters before the new Competition Tribunal. 


The earlier act has been replaced now with an approach that 
focuses on an assessment of the overall impact of business practices 
on efficiency in our markets, and one which relies on a balancing of.a 
number of economic factors. The merger and abuse provisions, in 
particular, reflect a balancing of anti-competitive effects against 
arguments of superior economic Si gen ey The act provides that 
this approach is to be more than a mechanistic one because, under the 
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merger provisions in particular, factors other than strictly market 
share or cag CMa, must be considered in making the ultimate 
assessment. 


The Competition Act is framework legislation that sets the 
rules of the game for businesses in the markefpiace, with a view to 
encouraging maximum efficiency in our markets. The act is a product 
of years of study, consultation and review, and | suggest it may be a 
model that you may want to consider. 


Now, there is also another way that the overall objective of 
a dynamic market can be facilitated, and that is by regulatory policy 
in relation to financial markets aiming towards facilitating entry, 
ee and diversification of different financial institutions in order 
o enhance competition. And to the extent that there are high levels 
of a ee in financial markets, they should, in my 
view, be justified only on the basis of economic efficiency. 


_ | would conclude by Sede that the failure to maintain an 
effective competitive environment in financial markets could lead to 
concentration that may result in leading firms abusing their dominant 
market positions. 


And finally, | would also like to say that we in the Bureau 
would be pleased, should you so desire, to be of any further 
assistance to you In your review of these very real and complex 
issues. Thank you very much. 


_ Mr. Chairman: Thank you very much. It has been, obviously, a 
learning experience for us, and it still is. And | hope we can continue 
to learn from your obvious knowledge. 


Mr. McFadden has a question. 
Mr. McFadden: Thank you, Mr. Chairman. 


_It took, | guess, the Government of Canada some 20 years to 
ott to this point and, | know, months and months of study when the 
ill finally appeared before Parliament. | gather you are still working 


on rules and regulations. | must admit, it is sort of hard for us to 
take in all of what you said in a matter of an hour or two here. 


| do not know, Mr. Chairman--our guest here was readin 
from a text, and | noticed you made a lot of revisions an 
amendments. | just wondered if it would be possible in the next few 
days to get a copy of it. 

Mr. Chairman: Next week we will have a full text. 

Mr. Goldman: We will be doing that. 


Mr. Chairman: The revisions will all be melded in, and we 
will never know where he changed it. 
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| would like to Pe raise a couple of matters in relation to 

the current situation in the financial services area of the economy. 

Our Ministry of Consumer and Commercial Relations was here talkin 

apeay ine inancial--has that department actually been created yet’ 
InKetisious 


Miss Stephenson: Not by legislation. 


_ Mr. McFadden: Well, we have now a Ministry of Financial 
Institutions that does not legally exist, but is in the phone book. 


Mr. Foulds: They passed an Order-in-Council. 


_. Mr. McFadden: The Order-in-Council--so the pore Minister 
was in fact here, of this Ministry, and one of the things that they 
highlighted in their presentation, and other people have falked about 
it, was that the most important thing from the regulator's point, of 
view is to ensure the financial integrity of the institutions operating 
within the system; not to enhance competition, but to enhance 
financial integrity. 


It has struck me, based on what you said today, that you 
could very well wind up with conflicting things developing here. “On 
the one hand, the provincial government--and the federal government, 
for that matter--could be pushing financial integrity, which could in 
fact end up creating standards of entry; but also in terms of future 
involvements between companies, mergers and acquisitions, that 
would be aimed at enhancing financial integrity. And that could be 
the thrust of provincial policy. The thrust of federal policy under the 
Competition Act could be going the reverse, based upon the idea that 
we need more competition; there would be all kinds of barriers. 


| am just curious to know, from your point of view, firstl 
if you have had discussions with--that you are aware of, 
anyway--with provincial authorities on how this potential conflict 
could be resolved. And secondly, | wonder if you could comment, in 
terms of the current structure of the trust company industry in 
articular, on whether in fact you believe we have today an unhealthy 
evel of concentration of ownership or whether that concern Is really 
something for the future and in fact financial integrity is somethin 
that Boe more overriding importance now than concentration o 
ownership. 


now Mr. Goldman: Well, | am suggesting today that the two, that 
is, financial integrity and solvency concerns on the one hand and the 
desire to ensure a healthy competitive environment on the other, are 
not mutually exclusive. And one of the main thrusts which | hope is 
now clear, at least from my perspective, is that they should not be 
considered so. 


_.. The. same kind of balancing approach, that the new 
legislation ultimately arrived at in terms of assessing a proposed 
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merger--not using the same factors, but, that kind of a detailed 
analysis is, in BP view, the way that these kinds of complex economic 
issues ought to be approached. And it may be possible to impose the 
minimal amount of restraints to ensure financial integrity exists, 
while at the same time taking cognizance of the need to maintain a 
healthy competitive environment. And one example that | have given 
is the ease of entry to firms that are already in one of the other 
pillars or foreign firms into the marketplace, that may meet the 
requirements of financial ey that you may establish, but at the 
same time will foster competition in the marketplace. They are not 
mutually exclusive. 


The question that_you asked as well pertained to the extent 
of competition existing in Canadian financial markets, and | think it 
is fair to say that competition in those markets has improved in 
recent years. Relaxing some of the inter-pillar barriers has led to 
increased competition, and so has the recent easing of restrictions on 
foreign bank entry. 


} While | would not say that financial services markets are 
Si ae a uncompetitive, | believe that proposals designed to 
facilitate entry would _be beneficial. And | recognize that--I believe 
it was in the Dey Report that much of this Same premise was 
canvassed by the authors of that report: the need to ensure that there 
is a healthy competitive environment, at least in the securities 
ee And | would take that one step further and apply it to each 
of the four pillars. 


So | hope that answers some of what you are asking. If it 
does not, please let me know. 


Mr. McFadden: | guess | am trying to get at--! do not want to 

a any words in pa mouth, What | am curious to know is your 

ranch's or department's feeling, or the tribunal's feeling--| am not 
exactly sure how | should describe you. 


Mr. Goldman: | am not part of the tribunal. Let me make this 
clear. | am the holder of a statutory office, the office of the Director 
of Investigation and Reseach, and the Director heads the Bureau of 
Competition st et It is the investigative and administrative arm 
under the competition legislation, under the Competition Act. 


The adjudicative arm, the strictly adjudicative arm, since 
the Supreme Court handed down its decision on the Southam and 
Hunter case, is now the Competition Tribunal, just established this 
ego does nothing but adjudicate. It is completely separate from 
my office. 


Mr. Chairman: You are the policeman. 
Mr. Goldman: The law enforcement office, yes. 


Mr. McFadden: So maybe | can ask you, is it your arm's view 
that we have foday in the financial services sector a competitive 
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; Witnesses have told us different things, and_| am just 
Curious, aS an overview--| am not asking you to be specific, but Is it 
your view that we have a basically healihy competitive environment 
Boas and that we as legislators can at least feel that there is 
healfhy competition now existing? Or should we as legislators be 
worried that there either is an unhealthy situation or a developing 
ae situation in terms of competition in the financial services 
market’ . 


Mr. Goldman: If | may, | am going to ask Dr. Khemani to 
expand on this because it is a subject matter of some discussion even 
within the bureau, but | think he can put it in much more expansive 
terms than some others of us. 


Dr. Khemani: Thank you, Cal. As the submission that we 
were making tries fo indicate, scl the state of competition in any 
given market is a complex task. You have to take into account a wide 
range of factors. 


| do not think the issue really is whether the existing state 
of competition in Canadian financial markets is adequate or 
inadequate. We have been seeing signs of increasing competition 
because of the entry of foreign banks, as well as the integration of 
Bale ae en and diversification out of the traditional lines 
of activity. 


What we are addressing is that there are still measures out 
there which can enhance competition in financial services, and what 
we must question is whether the measures that we have invoked by 
regulation or other policies that impede the growth, diversification 
of institutions, is there a valid rationale for it. If there is not a valid 
rationale, then why must we try to limit competition? 


So the sera Tele really is not that, do we have markets that 
are serving us well. | think that there are markets that are serving us 
well, but they can serve us even better, and we should design policies 
that go in that direction. 


Mr. McFadden: And by "better," just to be sure | understand 
what you mean by “better,” you are saying that better would be a 
financial services market In which there is competition across the 


whole 02 so the consumer can get what would hopefully be a better 
product at a better price? 


Mr. Goldman: Exactly. That is part of it. 
Dr. Khemani: That, as well as choice. 
Mr. McFadden: Anda range of choices. 


Dr. Khemani: Because--let us take the issue of integration 
that has been taking place in financial services. If we were to impede 
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that process, we can envisage situations such as people in small 
communities who may not have access to the range of services that 
consumers in larger communities may have. 


So if we were to allow institutions to provide a range of 
services, we would be also enhancing consumer choice. 


Mr. Goldman: But it really is a basic economic principle 
that, you know, increased competition in any given market does tend 
to lead to a better choice at lower cost for those consuming the 
iiedettel from those markets, including services. And in basic terms, 
hat is what we are saying, that that should not be lost sight of at 
any time. And there may be ways to achieve the other concerns that 
ou have in conjunction with what. we consider to be a very 
undamental concern: that is, maintaining competition. 


_. Mr. McFadden: The problem that we are going as a 
legislation to face sURSTEsy is to deal with the draft Loan and Trust 
Corporations Act, which | expect will be coming up for consideration 
this fall. And among the provisions there is to increase the minimum 
capitalization of trust companies from one to ten million dollars. 


The query that does arise there is, would that tend to act as 
a very significant impediment or potentially even a total bar to the 
development of, for example, regional trust companies that might 
service given geographic areas to the advantage_of_that particular 
region, might be sensitive to that particular region? Perhaps that is 
the minimum level, Meee for purposes of financial integrity. | am 
not sure, and | guess that is a judgment call that will have to be 
made, and the Ministry here, after some study, has suggested the 
$10-million figure. That is a very real problem. | do not expect you 
to necessarily comment on it unless you choose to. 


But basically, a tenfold increase in capital minimum 
requirements can be a barrier to entry potentially into the 
marketplace of some size. 


_ Dr. Khemani: Okay. | will comment on this proposal only in 
generic terms because when one uses the phrase "barriers to enfry," 
what we normally mean is that the costs of entering a particular 
market for a new firm are higher than the costs of doing business for 
firms that are already in that market. 


Now, if we were to increase the capital requirements for 
doing business, those capital requirements have to be met by all 
firms regardless of whether they are already in the business or 
whether they are trying to come into that business. So capital 
requirements and increase of capital requirements in and of itself 
does not constitute a barrier. 


However, there is another aspect which one must take into 
account when one is addressing issues relating to capital 
requirements that are required by legislation, and that is whether 
that capital requirement is adequate from the point of view of doing 
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_ An example would be that the market forces would 
determine that if a firm has to be successful in providing certain 
services, it may require thirty or forty million dollars of capital. And 
to have regulations Say that the minimum is ten million will not 
eeny resolve the issue that market forces may nevertheless lead to 
institutional failure because an institution came in with only ten 
million dollars of capital. 


On the other hand, if the $10 million capital is very high in 
relation to what is required to do the cost of business, then it would 
pose as a barrier to entry. | do not think it is very easy for either 
regulators or for economists generally, or for policy-makers, to say 
that this is what is the minimum capital requirement to do business. 
The way one would approach the capital requirement is whether that 
is ne amount that is required to ensure institutional stability and 
solvency. 


| would just like to quickly add that anybody can enter into 
the restaurant business, but to sef up a good restaurant, you know, 
you require much more capital. And so that is the kind of analogy that 
economists tend to use. 


_ Mr. McFadden: And restaurants are not taking people's 
deposits! ey could be poisoning you, but they are not taking your 
deposits. 

Dr. Khemani: That's right. 
Mr. McFadden: Thank you. 
Mr. Chairman: Mr. Foulds. 


Mr. Foulds: | find the whole argument--I| mean, | do not quite 
Know where to start. We talked about market forces, we talked about 
competition. | mean, will we realistically see a new bank in Canada 
in the next 10 or15 years? 


Dr. Khemani: | do not think we should try to predict the 
market. 


Mr. Foulds: But one of your basic arguments is going to be 
that the market keeps things honest so that the consumer has Choice. 
ek have to take a look at what the market is going to look like in the 

uture. ; 


_ Mr. Goldman: Well, the premise that we are working on you 
know, is based on a good number of historical instances that say fhat 
when you open up a SEN market to competition it tends to allow for 
a healthy resolution of most issues. And in certain cases when you 
are dealing with, for example, banks, you may want to have additional 
Safeguards for Sra aiity. and solvency purposes. But historical 
instances have shown time and time again that too many artificial 
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restraints on a marketplace can cause more problems vis-a-vis 
ensuring that you are getting the best product at the best price in a 
competitive fashion. 


So what we are saying to you ogey is that there are not any 
easy answers to these issues that you are looking at, but there is a 
balancing approach that has to be taken into account before a 
determination is made to bring down, let us say, blanket restrictions. 
As long as that balancing is considered and the input of competition 
is considered, there will at least be an attempt made to ensure that 
competing objectives--and they do compete to some extent--are 
focused on concurrently in that deliberation process. 


Mr. Foulds: In you view, should trust companies be allowed 
to compete in more so-called banking activities? 


Dr. Khemani: Well, the thrust of our submission has been 
that there is room for inter-institutional competition, subject to 
certain considerations for self-dealing and conflicts-of-interest 
considerations, and stability, of course. 


_ Mr. Eoulds: This is what | find difficult. Basically, there is 
not going to be a new entry into the banking business. lf there is 
going to be competition in that area, it will have to come either from 

e trust companies or from the credit union movement. 


_ . Dr Khemani: Well, there are right now various types of 
restrictions on the entry of foreign financial institutions’ in the 
provision of services. Also, the extent to which trust companies can 
compete in different product ranges is determined by legislation. The 
basket clause was one type of example. 


A understanding is that under the proposals that form 
Ontario Bill 116, there would be liberalization of the kinds of 
activities that trust companies would be able to get into. We see that 
as being in the right direction. 


How far one should take that is something that is very 
complex, and one would have to examine the so-called core functions 
and shies Nek of conflicts could arise and what kinds of safeguards . 
can be devised. 


_ Mr. Goldman: And that, simply put, is not our province, to 
examine how = it should go. We just welcome the move in that 
irection. 


Mr. Foulds: You indicated, | believe, that some concern, 
maybe your major concern, was an abuse of market power. 


Mr. Goldman: Yes. 
Mr. Foulds: Could you give us some examples of an abuse of 
market power: AES : 
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Mr. Goldman: | can refer you to what is now a 
non-exhaustive list in fhe statute, but under Section 50 of the 
legislation there are defined under the heading "Abuse of Dominant 
Position"--and that is the new set of provisions that replaced 
criminal monopoly provisions. Under that heading, Section 50 does 
attempt to outline anti-competitive acts, and those anti-competitive 
acts can then form one of the elements for an application before the 
Competition Tribunal under Section 51. 


You have to show a number of elements, one of which is that 
the person who occupies a dominant position--that is, substantially 
controlling a market in Canada--is engaging in the practice of one of 
these | anlCOmpe ting acts, with the effect of substantially 
lessening competition. When you go down that list, you will see, for 
example in sub-section 50(E), one of the activities that is referred to 
is the preémption of scarce resources required by a competitor for 
the operation of a business, with the option of withholding those 
facilities from the market. 


yer lf that is done by a firm that is in a dominant position, and 
it is attempting to preémpt relatively scarce resources, that Is an 
abuse of its market position. 


_.. The second one that | refer to by way of example is the 
acquisition by a supplier--and that is a supplier of services as 
well--of a customer who would otherwise be available to a 
competitor of that supplier, for the purpose of Hee ead preventing 
that competitor's entry into the market or eliminating the Competitor. 
So it is really throwing one's weight around. 


Mr. Foulds: Okay. But if there is somebody who feels 
himself victimized, the tribunal, as | understand it, can go on forever; 


i.e., there is no time by which the tribunal must make a decision. 


Mr. Goldman: The tribunal is charged under Section 5!, when 
we are dealing with. abuse of dominant position, with the 
responsibility to determine whether all of the elements of an abuse 
Situation exists--they are listed in Section 5l--and then, if satisfied, 
the tribunal can make various orders prohibiting those persons from 
engaging in that practice. It is just a matter of how long it takes for 
the inquiry on the Director's part to be resolved and, if a decision is 


made to go before the tribunal, how long that hearing takes. 


Mr. Foulds: But what | am saying is, that could go on for 
such an extent of time that a competitor Could be kept out of the 
market. You are not guaranteeing access... 


Mr. Goldman: Well, there is in addition, in the new 
legislation, a provision in. Section 76 for interim orders. It is now 
eae Ped Astle for in the Competition Act. And Section 76 
provides that once the Director has made an application for any relief 
under this part, which includes abuse of dominant position, the 
tribunal may grant an interim order, now, on essentially the same 
terms as the principles that would ordinarily be applied by a superior 
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court when granting an ee relief. So there is now a specific 
interlocutory injunctive relief power in the legislation, if you follow 
what | am saying. 


So once the Director brings an application, if it is a 
situation where the balance of convenience and the other kinds of 
concerns analogous to civil injunctive proceedings ought to favour the 
granting of that kind of.an interim order, the Director can make such 
an application. lf the tribunal is persuaded that that order ought to be 
granted, it can issue that kind of an interlocutory injunctive order 
ending the final determination, because, yes, these things can take 
ime to reach a final determination. 


So that power has been included in the legislation. 


Mr. Foulds: Yes. | am certainly not an expert in this area, 
but such an injunctive order would only stand up, surely, if it 
Erenbis somebody from doing something. You cannot order somebody 
o do something. 


Mr. Goldman: Well, there are also provisions for--well, 
there are provisions for conditional orders, but the prohibition that is 
the scat Pom of any such order under an abuse section Is to prohibit 
the entity in the dominant position from engaging in that 
anti-competitive practice, which is really what the... 


Mr. Foulds: Okay. 
Mr. Goldman: ...the concern is in those situations. 
Mr. Foulds: So you could order someone to... 


_ Mr. Goldman: Cease and desist until there be a.full 
determination of the matter before the tribunal. And once an interim 
order is made, there is an additiona! provision that | would just flag 
for you that requires the Director to proceed as expeditiously as 
possible to complete the hearing before the tribunal. 


So you have got all indications in the statute of effective 
and expeditious relief to the extent possible. 


Mr. Foulds: | am not sure--!| think you answered m 
question, buf Tam a sure. 5 y 


Mr. Goldman: If | did not, please let me know and | will try 
to again. 


Mr. Foulds: Well, | will re-read the script and see what--| 
guess what T am trying to put in very simple terms, if. you have 
institution A that is in a dominant position, and institution B that 
needs to have access to financial services in order to be a competitor, 
and institution A is the only one he can get financing from, can you 
order that financing to take place? 
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_ Mr. Goldman: Well, we would have to evaluate a particular 
fact situation under Sections 50 and 51, and | do not think it is 
appropriate for me to give a general statement with respect to a very 
involved set of facts. e would deal with these kinds of 
hypotheticals under a program of compliance, where specifics are 
given to us and then they have to be evaluated in accordance with the 
Specific statutory elements. 


But we would look at any situation that is given to us, and 
all | can say is if you do have questions as to the extent to which this 
act is applied to particular situations, we would be happy to address 
these kinds of questions if you want to put them to us. 


Mr. Foulds: Is it fair to say that your general approach is 
that agglomeration or conglomeration of financial resources is not 
necesSarily a bad thing; that it is in conjunction with other factors 
that it could be dangerous and lead to an abuse of power? 


Mr. Goldman: | think that is a fair statement. It is not 
necessarily a bad thing in and of itself. 


Mr. Foulds: Okay. But in conjunction with other factors, 
then you Rave fo look at those situations on a one-by-one basis either 
in terms of the sector or geographic distribution. 


Mr. Goldman: Yes. You have to examine them on the basis of 
the particular facts applicable to the entities of concern and, of 
course, the relevant market that you are talking about. 


Mr. Foulds: Okay. Thank you very much, Mr. Chairman. 
Mr. Chairman: Thank you. 


_ Just somewhat supplementary to that, | can see where if 
there is an industry involved in the financial institution, abuses can 
occur. Are you suggesting an abuse can occur from a dominant 
financial institution per se, as a financial institution? 


as oe ae By the fact that it occupies a dominant 
position per se, one does not necessarily follow from the other. In 


other words, by holding a dominant position it does not necessarily 
follow that there is going to be an abuse in any given market. And 
that was recognized by the new competition legislation because 
persons occupying a dominant Ce are only enjoined if they 
engage in anti-competitive acts which then lessen competition in the 
market. 


So size alone, again, is not, per se, a problem. 


Dr. Khemani: | would like to amplify on that by saying that 
one must not equate size with market power. The mere fact that an 
institution or a firm. is large in absolute size, or even in terms of 
relative size in a given market, does not mean that it possesses 
market power. 
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Miss es | think the question related to whether 
there was more potential for abuse if indeed there were an industry 


involved as a dominant power in financial services, rather 
than--some extra-financial-service industry or company--than if the 
financial services company were the dominant power in that kind of 
conglomeration. 


Is it more dangerous to have a company that has no 
relationship with financial services as the dominant power in a 
conglomeration, or to have a company which has a great deal to do 
with financial services, Petlaps in another area--probably in another 
area--as the dominant power in a conglomeration. Is there a 
difference? That is the question. Because we have had differing 
opinions about this. 


Mr. Chairman: Yes. 


Mr. Goldman: | do not think we can make that general 
statement that one is necessarily more harmful or potentially subject 
to engage in more abuse of Its position than the other. | do not think 
that those sorts of generalities can be stated fairly. 


, Miss Stephenson: The financial services people appear to 
think that they have the kind of mind-set, wisdom and capability 
which is unique and REcessany for financial services and that anything 
that comes in from the outside can only come in for nefarious 
purposes or some kind of ulterior motives, and | am not sure that that 
could be construed as... 


Mr. Goldman: We are only looking at this question in terms 
of the abuse of power with respect to particular markets, properly 
defined markets. And you may be looking at it in terms of aggregate 
concentration and the conglomerate issue, which goes beyond the 
EN cout of our concern, so | do not know that we can go any further 
at this stage. 


Miss Stephenson: | guess we are asking for the wisdom of 
your experience as the investigative arm as Director, within that 


area. 


*\ Paes Dr. Khemani: We only look at_market-specific situations 
with regard to determining competition. The kind of issue that you 
are referring to, | think, falls under the category of self-dealing and 

conflicts of interest. 


; Miss Stephenson: Well, is not self-dealing and conflictsof 
interest measured significantly, as you have Seat ri the way in 
which they impede competition?, And | guess that is why 1 am asking 
whether you have any information which would lead you to believe 


that there is a difference in these two circumstances. If you do not, 
then that is helpful. 


Mr. Goldman: | do not think we do, but | will tell you that if, 
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by further consultation within the bureau shortly after my attendance 
today, we do have any such information which is not otherwise 
subject to our poe ay and privacy provisions, | would be 
pleased to make them available to you. 


_ Miss Stephenson: We do not want to know anything that 
would invade anyones privacy, and we do not want to know anything 
that would be--we just want to know statistical information. 


Mr. Goldman: In general terms, if we are able to give you any 
further assistance on that question, we will do it shortly. 


Miss Stephenson: Great. Well, that would be helpful. 
Mr. Chairman: We would appreciate that very much. 


Mr. ae Justa supplementary. The definition of a 
Saale of interest, 1s that defined under any rules or regulations at 
all’ 

Mr. Goldman: Not under the Competition Act. 


Dr. Khemani: Not under the Competition Act. We describe 
them generically in our presentation. 


Mr. Chairman: We are going to provide the Committee with 
copies of the Competition Act very shortly. 


Any other questions? . 

: Gentlemen, obviously your presentation has been received 
with rapt attention. You have been of great assistance to us, and you 
will be, obviously, as we continue to wrestle with this problem. 


Thank you very much for coming down here. 
Mr. Goldman: Thank you. 


_ Mr. Chairman: We will be back tomorrow at 10:00 o'clock. 
Some time very soon, and | do not want to throw this at you at 4:10 
today, but | do wish--and if it is possible, we could squeeze it in 
tomorrow--to seats some time discussing some of the planning for 
the CNY of this committee following the completion of this 
report. 


| am particularly concerned that we will need a lot more 
than the two hours that we seem to have been assigned, perhaps 
without much thought, by the House leaders. | will be looking for 
direction from this committee to write to the House leaders asking 
for more time, because obviously we cannot achieve what the 
legislature really wants us to achieve in two hours a week. 


| | realize | a, throwing this at you right now, but if we can 
work it into our deliberations tomorrow so that we can perhaps--| 
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can receive some directions to write a letter to the House leaders 
immediately, then bee s the matter could be resolved before the 
House resumes on the 14th. 


Mr. Ashe: Another thing, Mr. Chairman, to that, it would 
seem to me that judging by the agenda tomorrow Is robably the 
busiest day we have had to date, and it is not the most appropriate 
day. It should have been today or next week. We have got four 
presentations tomorrow. 


; Mr. Chairman: Apparently Tuesday morning--the Credit 
Union Central will not be here Tuesday mornin e 7th. So Seller 
e 


th 
we could right now agree to discuss this matter ‘Tuesday morning, t 
7th of October. 


Mr. Ashe: Fine. | think to give justice to what you are wales 
to AccoIm io Mr. Chairman, trying to squeeze it in tomorrow migh 
not be helpful. ) 


Mr. Chairman: No, all right. It is just that | think we need to 
do it as quickly as possible. 


Mr. Ashe: Sure. | do not disagree at all. 
Mr. Foulds: If | could make a personal request? If that is 
what we ae going to debate on Tuesday morning, just because of 
U 


plane schedules it is easier for me to be assured that | will be 
downtown at 10:30 rather than at 10:00. 


Mr. Chairman: Ten-thirty sounds good. 


Ten-thirty, then, Tuesday, for the planning of the committee 
subsequent to this subject. 


Miss Stephenson: If you began at 11:00 on Tuesday, you 
would probably manage to get most of us. 


Mr. Chairman: Actually, | find when you are talking about 
rocedure, we consume whatever amount of time we allot ourselves. 
oO | am quite happy to do it starting at 11:00, if that will please 

everybody. 

Eleven o'clock, Tuesday morning the 7th, then. 

Meeting adjourned. 


The committee adjourned at 4:10 p.m. 
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CORPORATE CONCENTRATION 
(continued) 


Mr. Chairman: We have a busy day today. We welcome the 
members of the Canadian Bankers' Association. We have Mr. 
Macintosh, the President, and with him is Mr. Robin Korthals, the 
President of the Toronto Dominion Bank, who | was informing has been 
holding onto my money ever since | started my paper route and doing a 
elle JO8 Dl. it, | guess. | have got more money now than | had 

en--slightly. 


Mr. Foulds: Doing less work! 
Mr. Chairman: Doing less work. 


The Bankers’ Association has a very substantial submission 
they have made to. us and a very interesting kit, some of which 
material we might wish to seek more of for our constituency offices. 


In any event, Mr. Macintosh wishes to talk to us directly 
from other notes which supplement the submission, | believe. Is that 
correct, Mr. Macintosh? 


é Mr. Macintosh: Yes, Mr. Chairman, sort of to summarize the 
points that we are trying to make, yes. 


Mr. Chairman: Yes. And then you will entertain questions 
thereafter. 


Mr. Macintosh: Yes. 
Mr. Chairman: Thank you. Go ahead. 


Mr. Macintosh: Mr. Chairman, we want to thank you for the 
opportunity to appa here in front of your committee. | might say 
this is not the first time that Mr. Korthals and | have been here. We 
were here to make representations on the Ontario Trust and Loan Act 
some time ago, so it is not a new experience for the CBA. 

And | also want to. fis note that we recognize the 

important role that the provincial governments Bet in the financial 

Structure of this country, and that.is why we are giae to participate 

in the process of your analysis of the structure of financial 

institutions. It is not just federal issues, of course, on the table, but 
rovincial ones as well, and we recognize that and that is why we are 
ere. 
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Mr. Korthals is a member of our governing executive council 
which is the governing body of our association, and will help me out, | 
hope, as soon as | get in trouble, which probably will not take too 
long. But we have 65 banks in our association--at least we had 65 
when we started this session this morning; | am not sure whether we 
will still have 65 by noon hour--and that represents the 10 Canadian 
domestic banks and the 55 Schedule B foreign banks, all of whom are 
represented in our governing council. | 


| would like to speak for a few minutes about the meaning of 
"corporate concentration." What does it eal mean? Lots of people 
think that concentration means big size, a few players of big size. 
And you have heard a lot of criticism, and there has been a lot of 
criticism over the years, that banks are very large and dominant in 
the financial system by reason of their size. And | want to address 
that just for the moment. 


was: It is true the banks--some of the banks are very large. The 
big six banks are very large, both in Canada and on an international 
scale. It is not true that they dominate any particular part of the 
market where products are delivered in their market. There is a lot 
of literature now being written by academics and professionals in the 
field to say, look, you cannot just look at the number of players in a 
field to determine whether or not there is a degree of competition. 
The larger the number of players does not necessarily increase the 
amount of competition. 


_ One of the witnesses was telling you the other day, 
repeating one of the great myths, that the American banking system 
is more competitive than ours because they have got 14,000 banks and 
we only have, well, 65 and we have six big ones. That is a great piece 
of mythology. 


The fact is that most of those 14,000 banks, in their own 
markets, have very little competition. If you take a state like 
Illinois, with 1,200 banks in one state with a Pepe aeD about the 
same as Ontario's, | guess, dotted all over the state, ey. co not have 
very much--they do not have any competition from the Chicago banks, 
which are not allowed in there. They have one branch--well, they 
have now changed the law a bit and they are getting into chain 
ownership, but they have had historically one branch of the big banks 
in Chicago. They cannot go into Springfield, Illinois or anyplace else. 
There is no competition from them. The little banks in the U.S. want 
to keep the big banks out. Why? They are afraid of the big banks, and 
this is true right across the states, of course. 


_ So if you actually look at the competitive level--let me 
reduce it to a simpler point: if you compare the cost of financing a 
Car and you go over to Buffalo and compare what it is to Toronto or 
Hamilton, just take a look, it costs more for a conditional sales 
contract down there than here. 


| was looking at mortgage rates in the Wall Street Journal. 
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Their rates are higher than ours for a residential mortgage. Now, how 
can that be? Their other interests rates are all lower. 


- A U.S. Government Bond--long bond is about seven and a half 
per cent right now, a long bond. A Government of Canada Bond Is | 
guess around 10 per cent. Their interest rates in their government 
securities are below ours by a big margin, but their bank rates are 
not, they are above ours. So if you want a test of whether there is 
competition between the banks here, look at that. 


The question of--the issue is, in competition, how many 
players are there in a market. Are there a lot of people in the 
markets in which the banks compete with the trust companies? There 
are many, many players now. In the deposit--Canadian Payments 
Association, there are 130 members in the Canadian Payments 
Association that are all taking deposits. 


If you pick up any--this is from the Toronto Star yesterday, 
or last week, comparing home--rates on mortgages. You can see these 
any day in daily pee pee ele the rates on home mortgages. Just go 
peice the list. The rates of interest charged by banks are 
BSH) y--are never higher than those of trust companies, sometimes 
ower. 


Deposit rates. You can get those out of the--shopping for 
interest rates. Here is one from yesterday's paper, also from_the 
Star, a couple of days ago. | am not trying to advertise the Star 
Pee iay , but--you have got them in the Globe too. And you will 
ind that, the rates--you have got rates of many, many institutions. 
The notion that there is lack of competition, of course, is just 
mythology. There is terrific competition in the marketplace. 


If you look at the commercial loan field, you know, there is 
a belief that the trust companies have to have expanded powers, and 
the insurance companies, in commercial lending because there is a 
need for more competition. Anybody who knows the commercial loan 
market in this country knows that it is viciously competitive right 
now. In the high end of the market, the large size, if you take, say, a 
million and up, or especially 10 million and up, large corporate 
borrowings, those people do not have to borrow just from Canadian 
banks. They can borrow from foreign banks, they can borrow in the 
Eurodollar market, they can sell paper in the street. They can sell 
debentures, bonds, preferred, the whole market. There are a lot of 


players that are not banks in that commercial loan market. 


And now if you move down to the next size market, what | 
call the mid-sized market, you have got--which | will say is a sort of 
a half-million to a 10-million range--now, the 55 banks in our 
association are all in that market. at is where they went for. And 
the Bel are poor because they have been competing with the A 
banks, the A banks' margins have been cut badly in that market, and 
nobody is making very much money. 


Just look at the--we publish the returns, which we will be 
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se to supply, if you are interested--the quarterly returns of the B 
anks, most of which have their headquarters downtown here in 
Toronto. Of the 55, | quess about 40 of them are here, or more than 
40 downtown. Well, if you look at their rates of return, ney are 
making under 35 cents per $100 on assets, which is inadequate. The A 
banks are only making about 50 cents on assets, which is also 
inadequate. The rate of return of the B banks is not enough for them 
to make a living wage over the years. So they are in that mid-market. 


In the small market, which | will call the small business 
and farm marke--which is of interest to you, | know, and it is of 
interest to the members in Ottawa too--the main players in that 
market are the oles six banks. Any time we have a meeting in our 
association to talk about small business or farming or the retail 
deposits, there are Meh atts six banks present at the meeting. 
Everybody can be present but the six are there because the other guys, 
for the most part, are not in that market. 


. If you raise an issue about farm. lending here in Ontario, 
which we all know is a very important subject--in fact, | was having 
a meeting just this week with the Minister on the subject of farm 
lending in Ontario; we meet them from time to time--who do you see 
there? You see the big six there. Do you see the trust company 
fellows there? 


The eae who have been coming to talk to you about their 
need to get into the markets to compete with the banks--l suggest, 
Mr. Chairman, you ask them whether they intend to go into the farm 
market in Ontario, whether they intend to go_ into the 
small-business-loan market in Ontario, under a half a million dollars. 
The answer is no, they have not got the slightest intention of goin 
into that market. They have not the slightest intention. Some o 
them have said so publicly. They have no interest in that. They want 
to go._in the upscale market. They do not intend to go into rural 
Ontario. That is the furthest ming rom--ask them and put it on the 
table to them and see just how far they go. 


_They say they want to compete in these kinds of markets. 

Mr. Chairman, they already have the legal power to make small 

business loans in Ontario under the SBLA act, the federal act. They 

can make farm improvement loans in Ontario under that.act. Just take 

a look at how much they have got from that market. They say they 

SS nhs legal power; they do not use the power they have got in 
at field. 


In Canada the banks have 90 per cent of the small business 
and farm improvement loans; the credit unions have maybe six or 
seven per cent; the trust companies have one or two per cent, one or 
two per cent. And this is the market in which they say they would be 
more--you know, you have to check their credibility on this. Check 
their credibility. 


Now, another issue, if | can turn to another subject for a 
moment. | Know you have heard a lot of people talking about whether 
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estate trusts and agencies should be included when you look at size. 
Well, | would like to make a couple of points on that. 


~ They have all been in, the trust companies at great length 
the corporate financial holding companies, to say that you should not 
include ET&A when you compare banks to them. Well, to a degree | 
would concede that you have to distinguish between where they have 
decision authority over the assets and not. But you know, these 
eople that you have had as witnesses, they really want to have it 
oth ways. They want to say that you should not include the ET&A 
assets but when they want to brag about their size, let me show you 
what they Say: 


"Canada Trust is now as big as the big banks." 
Mr. McFadden: We have already made a point on that. 
Mr. Macintosh: Have you? Oh, | did not know you had seen 


that ad. 
aie Mr. Eoulds: We have not seen that one, but we have seen 
similar ones. 


Mr. Macintosh: Now, let me make another point. They say, 
you know, that we are wrong to include the ET&A assets. Well, [ grant 

ou that where an estate or a trust is in the hands of the trustee but 
they cannot do anything without the authority of the beneficiary, that 
is true. And if your Aunt Nell leaves you $30,000 insurance money and 
it is under--the terms of the will require that the trust ropa 
consult the beneficiary before anything is done; they cannot buy 10 
shares of Bell phone, or Canada Savings Bonds or Government of 
Ontario bonds, they cannot do anything without callin ae and getting 
SREY | grant you that you might not want to include those assets,. 
their ET&A, in their size. 


But the fact of the matter is, you take a look--here is 
_another ad, this is a Royal Trust ad for mortgages. Just an ordinary 
ad you see every day in the newspaper. | will guarantee you that 
nobody in this room or anywhere else would know whether that ad 
refers to mortgages that are going into the company or into trusteed 
accounts. You cannot tell. There is no way. Their interest rate, their 
terms of mortgages, evening they do in the mortgage market Is 
consolidated from the point of view of the marketplace. 


So | am only saying--there are two streams. Sure, they have 
a company stream and they have a trust stream. But from the point of 
pais of the management of their mortgage portfolio, there is one 
stream. 


Now, the point is only that if you are going to talk about 
size of their mortgage portfolios and compare if to the bank size, 
then | say, well, all right, fair is fair; include their penaaoes under 
management if that is--and they amount to--which they do_no 
include in their size, you see. ey have got $11 billion in ET&A 
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mortgages, the trust companies which they do not talk about. 


_ We would suggest that the solution to this is that the trust 
companies have to define in their reporting system under Ontario law 
which part of their assets they have decision-making authority over, 
and which not. They should be able to divide that. They have to divide 
ten ve pete, hey must. But they do not have to publish that 

ind of stuff. 


But when they make these assertions that we are wrong, 
we Say, produce your numoers. Produce your numbers. We produce our 
numbers, let us See your numbers. 


So we are saying that no one dominates the financial 
markets in which the banks operate. 


_ One other concern, if | could take a couple of minutes more, 
Mr. Chairman? 


Mr. Chairman: Surely. 


Mr. Macintosh: The issue of financial/non-financial mixing 
oe Maen of those issues: you may have noticed that in the Throne 
Speech the Government of Canada yesterday decided--] guess they 
want to compete with this committee--they are going to established 
a House of Commons committee for the same purposes of the terms of 
reference of your committee: corporate concentration. But | believe 
that the Government of Canada is indeed concerned about this issue of 
mixing non-financial and financial, and we are and always have been. 


_ The reason is very simple: we have had a Bank Act that has 
been in place since 1871. [t has been revised 11 times over the years, 
and mile 2 et that period it has been a basic principle that you 
separate financial from non-financial; that you do not allow an 
industrial corporation to control a financial institution because they 
feed the--the financial institution is used to feed the industrial 
corporate's functions. Sometimes, not always. And we do not claim 
that in all cases there are bad practices, certainly not. | mean, you 
have had some witnesses who are very reputable people in front of 
He committee. | am not claiming that those people do improper 

ings. 


The point is, you do not pass laws for those guys; you pass 
SOE, laws because there are some people who do those things. And 
or all the evidence you have heard here, the fact is that 11 trust 
companies have gone down in this country in the last five years, 11 
financial institutions and 2 small banks. And of those 11, in every 
single case, self-dealing was involved. 


In the United States, if you look at their data, and we follow 
this, 90 per cent of the failures in the United States--and they have 
just had their, | think, 134th bank failure this year down. there--this 
year!--in almost all their cases that come under examination by their 


authorities, self-dealing has been the problem in the banking industry 
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down there: where you have closely held ownership and you have the 
feeding of the interests of the dominant owner from fhe financial 
resources. And that is why the Parliament of Canada has always 
separated these two things. 


hoe So we say that that is still a problem, and we hold to the 
view that there should be a 10 per cent limit for eure URG It 
ves to us. These people say they are in the same business, | just 
showed you that. They say they are in the same business. Well, if the 
law is relevant for us, if the 10 per cent limit is desirable, why is it 
not relevant for them? 


You cannot have two laws, one saying it is okay for A but 
for B we will have a SOM eIey different_set of laws--doing the 
same business. That does not make sense. That is our argument. We 
have been thumping at that in Ottawa a whole lot. | think they are 
beginning to hear us for the first time in several years. And, Mr. 
Chairman, we hope that you hear us. 


| think perhaps that is a sufficiently long introduction here. 


We did give you a package of material, and what | wanted to 
just mention to you Is that our association spends a good deal of time 
and effort now to try to provide the consumer with material which 
will be useful to them, which is not of a competitive nature. The 
individual banks, of course, produce a lot of material of their own 
where they are selling or marketing their services, but | thought you 
would be interested in some of this. We have made a nee 
distribution of some of this material on how to go about looking at a 
engage when you have to do a mortgage, and what to look for when 
you borrow money. And we have also put into the school system 
Money Matters." We have distributed over a million of those in 
Canada now, and if any of you are interested in that material for your 
constituents, let us know. It is freely available from us. But we are 
trying to provide the general public witha... 


Mr. Haggerty: That may cause a conflict of interest! 
Mr. Macintosh: Well, it does not apply to any individual 
institution, Mr. Haggerty. It is of a general character, and we think it 
man be of interest to you. But | just wanted to throw that into the 
pot today for your attention. 

Thank you very much. 

3 Mr. aired Thank you very much. That was a very 
spirited presentation. | do not know whether, if the trust companies 


and credit unions were here, they might. suggest that they are not 
getting into farm loans because the big six own all the farms. But | 
am just throwing that out for discussion. 

Mr. Mackenzie has a question, and then Mr. Callahan. 


Mr. Mackenzie: One of the things that leads to some of the 
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queries, | guess, and concerns of people is the availability of loan 
money. 


_ ~_ If | can deal with the Sig ea eat that you ended up 
talking about, we just went through in Hamilton, myself and, my 
colleagues, an exercise coming up with what we called the Hamilton 
Challenge, to try and give some direction or some ways that we might 
improve business, industry and employment pictures in the Hamilton 
area. It was a year-long exercise that saw us meet with literally 
hundreds of groups. We broke the city down into various groups. 
Amongst them were small business and the retail trade. And one of 
the things that | had picked up in my constituency office a bit, but | 
certainly picked uP at these meetings--as a matter of fact, it was 
almost a dominant theme amongst small business people--was the 
inability to get money from the banks for a. new business, a small 
business, or the expansion of a very small business. 


Now, in most cases we were talking about relatively small 
businesses, but we also had it related to us from the large business 
community. Nine of them met with us, mostly presidents or 
vice-presidents, and said they did not have a particular problem in 
terms of accessing money for their operations but they knew it was a 
problem with some of the smaller businesses. 


Now, what category they were talking about, | did not 
question them at the time, but it was not a one-or-two deal; it was 
almost a universal theme through the hearings that we held, and sibs} 
were public hearings in Hamilton, about the difficulty of small 
businesses or brand new businesses, an entrepreneur, getting the 
capital to start up a business. And | am just wondering what your 
response Is to that, Mr. Macintosh. 


Mr. Macintosh: Well, if | could start off, but perhaps Mr. 
Korthals would want to enlarge on this. 


First of all, the banks are not in the equity business. By 
law, we are--there is sometimes a confusion about this. The banks 
are not intentionally in the equity business by law. Sometimes they 
wind up being that unintentionally, but the fact is that banks are not 
allowed to be in any other trade or business and cannot buy equity to 
the extent of more than 10 per cent.. So there is a misunderstanding 
that the banks should be supplying risk cant in equity business to a 
Start-up business. They cannot ao that. They do not even have the 
se be power and they are not intended to do that, in this country or 
indeed in any other country. That is not a banking function. Thatis a 
venture Capital function. 


If you are talking about the ability to borrow on the basis of 
having some initial net worth, all | can say is this: we carried out a 
mee! study of this because what you are Saying is often said, not 
just here in Ontario. We_hear it a whole lot from all the parties in 
Ottawa over the years. So we carried out_a major study which we 
commissioned the University of Western Ontario to do about four 
years ago, addressing that question. And we had been--actually, we 
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did it jointly with--funded it with the Department of Industry and 
Trade at that time, in Ottawa. And we had--those people on the 
Western Bony actually went into the bank files all over the country. 
They looked at, | think, 6,000 files, and they looked at turned-down 
files and everything. 


And_we published the study, but nobody likes to read the 
results of it. That is the problem. | 


People do not like to find out what it really says: that there 
was not a problem about a shortage of bank money. The problem is a 
shortage of equity money, yes. We do not question that there is an 
underlying equity eel elut But there was no evidence that there was 
a shortage of bank lending for worthwhile purposes. 


Now, | am not adeeb sometimes branch managers do 
not make mistakes. Of course they do sometimes, and they turn down 
deals that they wish later they had not turned down. Sure. But the 
evidence on the record is there, and when you go around--with all due 
respect, | run into this a lot. Members of Parliament, members of this 
legislature, you hear from these people stuff like that. | get this 
offen from Cabinet Ministers in Ottawa and | say okay, well, give us 
the facts; let me know all the specifics of the case. But you know, we 
do not get the specifics. It is like nailing jelly to a wall. 


When you come down to it, maybe the guy was not 
worth--and the banker is not going to tell you that the auy isa bad 
manager who got turned down, and he Is not oe to tell you he is a 
bad manager. He does not even know it, probably. And if the bank 
knows it, they are not going to go around and say it. They cannot. 
That is a libellous thing to say, and they are under confidentiality. 
But the fact is that lots of people who have a small business cannot 
handle it. And then they go and complain to their member, of course. 


Mr. Mackenzie: Let me use one of the examples that was 
presen at--T think we had a meeting of 34 entrepreneurs or smaill 
usiness owners in the City of Hamilton at one of the sessions, and 
there is a woman who is now reasonably successful--I think there are 
now five employees--in silkscreening; it goes beyond the 
conventional SCeeing operation. But she had tried for two years to 
borrow money, and | think the figure she was looking at as a start 
was $40,000 in fact, but had been unsuccessful. It finally did come 
from private sources, and it is now--it is about five years old in 
Hamilton--a going concern. That was really just typical. 


You say a lot of people say this and cannot back it. | have to 
go back to the cases we had--and we were not looking at it from that 
particular point of view. What surprised me at the hearings was the 
number of small business people who told us they had trouble trying 
to borrow money. Now, is that equity capital we are talking about in 
a case like that? Maybe | do not understand it. But it was a new 
business idea. She had worked for another firm and she thought she 
had something that she could promote, and as it has turned ouf, it has 
been very successful. 
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But we had a number of cases like that at the hearings that 
we had, where people were having difficulty, through the Danks, 
getting money. We had an indication there was more success with a 
rete le of local credit unions, for example, than there were from the 

anks. 


Mr. Korthals: Well, it is a tough question. 


Mr. Mackenzie: | raised it only because | can see where that 
Kage to some of the questions that Come before a committee like 
iS. 


Mr. Korthals: You know, banking was pap aeees to be a--is 
really supposed to be a very low-risk business. It is hard to make 
that ‘statement when this year industry already owes $3 billion. But 
the fact is, with relatively little capital the banking industry has the 
right to take on deposit transferrable money from businesses and 
from individuals, and they are sort of the ones that make trade and 
commerce happen. And there is quite a fiduciary responsibility that 
you take on when you take on maybe $24 or $25 in profits for every $1 
of capital. And the returns in the business are not astronomical. You 
cannot afford to take an awful lot of risk. 


Now, in small business, we can produce statistics that--in 
loans under $100,000, we have a hell of a lot more losses than, say, in 
loans around $400,000 or $500,000. And bankers should ian! not be 
lending money where there is no demonstrable security. [n other 
words, they lend money and they say, how am | g9ing to be repaid? 

: Well, out of the earnings or the sale of the assets, but they generally 

look for a second source of repayment. What happens if the sales are 

not made or the earnings are not realized? And therefore, they look 
for some other collateral. es 


And the kind of problem we get into is one | just looked at 
very recently, a tiny business in Metropolitan Toronto, really a 
husband-and-wife team, very creative and sale ood customers, and 
their net worth in the business was about $40,000. Because they are 
in a promotional business they can adjust their Paeeiee to match 
their actual receipts, so they really do not use bank Credit very much. 
But they wanted to buy a house. So because they did not use all their 
Capital in the BUSINESS A ulen took it all out and bought the house. 
Then they got an incredibly large order, and that time they could not 
match their receipts and payables.. So they went to the bank and said, 
we would like to draw; the bank said, why don't you put up your house 
as collateral? And they said, that is an unreasonable request. Well, 
_ there really was not much net worth left. 


This is a problem. We are asked to finance businesses who 
are In a Start-up, or existing, where the owner has really more equity 
outside the business than in the business, and we end up taking all the 
risks. And | do not think that is what the banking industry was 
initially set up for. We may decide that that is what we want to make 
the Canadian banking industry become: a provider of start-up money 
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or seed money, or money lent with limited recourse to the individual's 
assets outside the business. But then we should learn to operate on 
leverage ratios of 2 and 3 to 1, not 20 to 1. 


In fact, that is how new banks in Canada have competed. 
When the CCB and the Northland--and there are other 
examples--entered the business, they competed by making business 
loans where they committed the owner to the business fo a lesser 
extent than the major banks. And at the first downturn, they were 
blown away. 


So it is a difficult problem. | know the frustration on the 
part of the individuals, because we are always there and we are the 
easiest, logical, quickest place to get money and we are not very 
aggressive about putting it out. But the reason we are not is--you 
know, the way the Scone, is structured, that was not initially 
envisaged to be our role, and there are specific cases where we get it 
wrong and screw it up. But! hope.... 


Mr. Mackenzie: | am not ying to pass judgment whether you 
are right or wrong in your defence. | understand what you are saying, 
but it certainly could lead to some frustration, as was very obvious at 
Our meetings. 


Mr. Korthals: | understand the frustration because the 
community at large does not understand the prudential 
responsibilities of bank management either. 


Mr. Mackenzie: Well, it may be also that government is not 
doing a proper Be. because what we hear is that the road to success 
in the future is through all of these entrepreneurs in the development 
of so many new and small businesses, and yet you have those same 
people when teu are meeting with them telling you that they have 
difficulty in getting the money to start their businesses. 


Mr. Ashe: Mr. Chairman, before it gets too far down the line, 
could | have a supplementary on Mr. Mackenzie's original question? 


lf | understood the answer correctly, part of your answer 
was that the Canadian banging industry this year will be writing off 
about $3 billion in bad debts? Is that pretty well what you said? 

Mr. Korthals: | think that is about the number, is it not? 

Mr. Ashe: | am not challenging the number. You know better 
than | do. But my question is, is that the global write-off or is that 
the onshore? Including the offshore? 

Mr. Korthals: That would be global. 

Mr. Ashe: Okay. How much of that is offshore? 


Mr. Mackenzie: Not half. 
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Mr. Korthals: Not half. It would be a third, maybe. The big 
write-offs are right here. The big write-offs are in western Canada. 


_~ Mr. Ashe:. Well, they would be out there, | guess, at this 
point in time. That is for sure. 


| eee what has bothered--well, | will say. personally, but | 
think Canadians generally, is when we look at the Situations of some 
banks more than others within the banking industry to see how 
susceptible they are to loans they made offshore in huge amounts. 
When you talk about. security, | mean, there is like nothing, and the 
chances of--! mean, it is jusf a matter of how otk are going to write 
it down and how pe are going to write it off, is the Man read it. 
And even some of the figures on the books now are a little suspect, 
and | guess that bothers somebody that goes and has to pay a 
four-point spread or a five-point spread rather than what used to be 
more traditional, a one-and-three-quarters to two-per-cent spread. 
Anyway, enough said. 


Mr. Chairman: Are you finished, Mr. Mackenzie? 
Mr. Mackenzie: Yes. 
Mr. Chairman: Mr. Callahan, Mr. McFadden and Mr. Foulds. 


Mr. Callahan: Yes. | would like to ask a couple of questions. 
Number one is the deposit insurance of $60,000. Is It banking policy 
to make a depositor aware, other than putting signs around the bank, 
that they are only covered for $60,000? What | am really saying is, Is 
there any mechanism in the Feng sh ee that if an individual 
comes in and Puts $120,000 into the bank, that they are adequately 
informed that they are only covered for $60,000? 


_, Mr_Mactintosh: There has been a problem about the 
administration of that sort of thing. In the first place, | have to say 
that the Canada Deposit Insurance Corporation is very fussy about 
what you advertise, and all that an institution can say is that it is a 
member of the CDIC. Beyond that, you are not allowed to go, by them, 
by the CDIC corporation itself. The question is under discussion right 
now about what instruments should be stamped as not insured, so that 
a person with a very oie term tlre of $100,000 is aware of the 
oe that the part above the $60,000 is not insured, and that is being 

one. 


Our position on insurance is that 96 per cent of all deposit 
accounts in Canada are under eee Ninety-six per cent. People 
who have more than that by definition have a whole lot of money and 
ought to be, we think, accountable for taking some precautions about 
the safety of their own money. We believe there ought to be some 
degree of financial accountability by the average person and their 


household about what they do with their money. 


_ The real problems that we have had in this country in terms 
of the flight of money, of deposits out of a bank, have not really been 
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the retail depositor. You do not see any pictures, as you do down in 
Ohio or some place, of people lined up around the block at 3:00 in the 
morning to get their money out. That is not what we have had in this 
country... We have had the wholesale deposits going out, the big money. 
Not just $60,000, $61,000; | mean millions. And we are saying, why 
should the financial institutions, the bank shareholders or the 
taxpayer--because it may come down to that too--be footing the bill 
for people who are whipping their money around from institution to 
institution for a quarter of a percent, and Pred it in the weakest 
institution, which > definition is paying the highest rate? So we are 
saying there should be co-insurance. 


_ But for the general public who cannot be expected to know 
whether it is safe or not, if you are covering 96 per cent it seems to 
me you are really taking care of the problem of the public out there. 
But almost every study that has been done, including the one done in 
Ontario by Dr. Dupré, the Dupré Report--all the others have been 
saying there should be co-insurance, because you have got to have 
some responsibility put on people to not put their money in very weak 
institutions. Otherwise, we can never have a sound system. You will 
always be taken advantage of by the big operators with deposits. 


‘ Mr. Callahan: Okay. My next question would be on the 
various banks. Are there directors on the boards of those banks that 
come from industry and commerce? And if there are, do you not see 
the potentiality of the conflict that you and many others have 
addressed to us, that when you have a crossover you have the 
pete atty for some of the dangers that you spelled out in your 

rief* 


First of all, | should let you answer. | gather that there 
are, os the various banks' boards of directors, other than just banking 
people. 


Mr. Korthals: Yes. But in most cases, about 90 per cent of 
the board would not be full-time officers of the bank. 


Mr. Callahan: Okay. And would be probably involved in other 
types of businesses. 


Mr. Korthals: Lad, would be officers or directors of 
eos that do borrow from the bank on which they are a 
irector. 7 


Mr. Callahan: Now, if that is the case, if that is the present 
Situation, how can it be argued that within the jurisdiction that we 
have for trust companies and so on, as has been argued in your brief 
and also in other briefs, that there should not be a ChE OW NESE 
Because in fact you have got the same nung as cross-ownership by 
having 90 per cent of your directors being other than banking people. 
Surely their decisions, at least from an ostensible standpoint, could 
be looked at as being made perhaps with an interest of their own 
particular business in mind. Do you see that as a difficulty? 
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Mr. eee Well, in many ways, Mr. Korthals is better 
qualified than me to talk about this because he deals with the 
Pechelts But in general, the Bank Act spells out that directors, where 


heir own. account is involved, have to be absent during the 
determination of the credit... 


Mr. Callahan: | appreciate that, but if they are not dealing 
specifically with their own account, if they pappen to come from a 
Tipe es ield that is related to theirs or Could have some effect on 
he market within which they operate, surely they are not required to 
withdraw themselves from a vote on a particular issue. 


Mr. Macintosh: | guess the short answer is, how would you 
go about structuring a board--what kind of pene would you end up 
with on a board of directors of a bank, or any other corporation, if you 
could not draw on the business skills that they had? If you are going 
to eliminate A lea who might have knowledge of any other 
account, you are going to have a very hard time finding anybody to sit 
On boards. You would end up with people who by definition had no 
expertise in business, because every businessman has those kinds of 
conflicts, every one. 


Not only every businessman; every lawyer, ever 
accountant. There Is not anybody in the community who does not have 
conflicts of that character. If you define away all the people who are 
epee be on a board, then | would not want to have shares in 

at bank. 


Mr. Callahan: Well, as | understand the rationale behind the 
cross-ownership -.. 


Interjection: You could just have politicians! 
Mr. Ashe: They do not know anything! 


Mr. MacIntosh: They are ineligible to sit on bank boards in 
the Bank Act. 


Mr. Callahan: That is probably the wisest move the Bank Act 
ever made, really. if : 


Mr. Korthals: | do not know. We would have more fun! 


Mr. Callahan: But as | understand the rationale behind the 
arguments agains e cross-ownership, it is that if you have 
cross-ownership, you have the possibility of loans being turned down 
because there are Coneee that are competing; you have the 
pore if not actual as well as ostensible, of them oranung 

etter deals to themselves, and so on. _And it seems to me that you 
still have that problem, at least ostensibly if not actually, by having 
directors 90 per cent of which are not financial people. 


__ It would seem to me if aoe want to achieve the integrity 
and avoid this entire issue totally, if that is possible, then your board 
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of directors should in fact be reflective of the financial community 
as opposed to the crossover of directors from other communities. 
Nobody has yet come. that far and said that that is what should 
happen, and maybe it is impractical. Maybe the point you made is 
pay that you could not come up with enough of them to do that. 

ut it seems to me that. to do either--to do one and leave the other 
open, von ney be limiting the chances that it will Rape but 
certainly from fhe perception of the public you have got the same 
thing. You have not got anything any better. 


Mr. MacIntosh: You have been told here that a dominant 
shareholder is a good thing for a corporation. Well, in the case of a 
bank, no shareholder is dominant, by definition. Nobody can hold more 
than 10 per cent and in fact eee Olean ona Die k would be a very 
well-to-do person who would own a quarter of one per cent, | guess. 


Now, it seems to me that, with all due respect, you ought to 
look at the fact that a dominant shareholder, one who really controls 
the corporation, can throw out all the other directors on his own 
say-so. So that every director who is there is beholden to the 
dominant shareholder, because the dominant shareholder can get rid 
of them all if he does not like them. So you decide in which case 
there is more likely to be self-dealing. , 


Mr. Callahan: | just raise that. It is a problem that | cannot 
quite come to grips with because | do not see that cross-ownership 
Fe the problem totally, because of this representation on the 

oard. 


Just a couple more, if | could. This is just a personal 

pile heteet and | am going to get an answer, even though it probably is 
not within the mandate of this committee. | find it very interesting 
that when a customer who deals with a specific bank is given one of 
these grand cards that tells you you can do everything with it, and 
then yOu go to another bank with that card, you show them the card 
and they say, no, no, that is no good here; we would like your Visa or 
Mastercard number to put on the back of that cheque. My comment to 
them is, | do not really want my Mastercard or my Visa number going 
back on the cheque to the guy or gal that issued fhe cheque, because 
he can then take it and just call up the airline, and with our present 
dealings he can order tickets to wherever he wants to go with that 
number. : 
; Now, can you tell me why the gol is, first of all that they 
issue you this glorious card that is an inter-bank card, or whatever it 
is called, and it has absolutely no use whatsoever to you, and yet they 
insist on putting your plastic number on the back of it for exposure to 
the person who is getting the cheque back? Now, if you answer that 
question, | will not ask any more. 


Mr. Korthals: Well, | am going to try. | hope | understood 

our question. If you have a Visa or a Mastercard, you can get cash 
advances against that Visa or Mastercard at any Visa or Mastercard 
bank, other than your own bank. That is one service. 
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A second service we have is in any branch card--| think 
most banks have this; it is not a Visa card, it is a different kind of a 
card--but with that card you can go to any branch of your bank, but 
not to another bank, and access your account, and the bank will only 
take that_particular card number. It ought not to ask for your Visa 
number. But you cannot... 


ert Mr. Callahan, Excuse me. Maybe | should make it clear. | am 
talking about if you take--someone else has given you a cheque 
payable to you, you take it into a bank and they want your Visa... 


ie Mr. Kerthals: You take it into your bank, the bank of your 
account’ 


Mr. Callahan: Yes. And they want your Visa or your 
Mastercard number on it, which to me is foolish. It gives 
Ineee sn S the other person gets their cheques back, it gives them 
access tO... 


_ Mr. Korthals: Well, the reason they would want--they do not 
know if thaf cheque is good. They do not want to find out if you have 
money in your account, so the fastest way for the branch to do it is to 
pe the Visa number on it because they know then that they can get 
he money back. It is like a Visa advance. 


Mr. Callahan: | understand the rationale behind it. 


Mr. Korthals: It should be possible, though, if you went to 
any branch of your bank and you had any-branch banking privileges, for 
them to check that you have money on deposit and honour that cheque, 
and if the money in your account was about equivalent to the cheque 
that Ae are going to cash, the third-party cheque, they ought to-give 
you the money. 


_ If they did not, then all you have to do is go to their 
machines, deposit the cheque and ask for a cash withdrawal out of the 


machine. It should be possible to do that transaction at the bank 
where you hold your account, providing you have funds in your account. 


Mr. Callahan: Well, .l am just--] am not going to press the 
issue, but ii Seems to me foolish... » 


Mr. Chairman: Your problem, Mr. Callahan, really is that your 
Visa number ends up on the back of your cheque. 


Mr. Callahan: That is right. 


Mr. Chairman: Perhaps you could ask the teller to mark it 
somewhere else. 


Mr. al ees | have tried to talk tellers out of that and they 
say no, that is bank policy, and | say that is nonsense. In any event... 
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Mr. Korthals: It is not policy. 
Mr. Chairman: Mr. McFadden. 
~ Mr. Ashe: You ought to change banks. 
Mr. Callahan: Tellers all do the same thing. 
Mr. McFadden: Thank you, Mr. Chairman. 


_ There are three or four areas that she wanted to ask 
questions in. | will just start off with a comment. 


Mr. Mackenzie raised the issue of the entrepreneurs and 
their relationship with the banking community. Over the years, in my 
practice | have had the opportunity to work with quite a number of 
entrepreneurs, | guess in the dozens, setting up companies and going 
to banks and trying to get money. | think that one of the problems 
that the small entrepreneur faces is lack of equity, as | think you 
have commented. 


My experience with a lot of people of course is that they 
have an idea, whatever it might be, silkscreening or perhaps some 
computer software concept or some new form of calendar, and they 
have got an idea. They need $25,000 to get into business and they 
have no money, or they may have $1,000. And they go to the bank and 
the common complaint is the bank manager says, "Well, what security 
do you have?" "| do not have any. | have an apartment with some 
furniture in it, but | have a great idea here." And the bank says, "No 
money." Ana then they complain about the banking community and the 
fact that it does not put up any money to finance Canadian business. | 
think it is a recurring problem. 


It would seem to me, though, that the difficulty we have in 
this country, | think, in the small business sector is first of all they 
are Sere ts over-levered with borrowing anyway, and there is a 
shortage of equity capital, and | think there 1s a confusion in the 
Small business community about the appropriate role of paang: On 
the one hand, nobody wants unstable banks, but on the other hana, they 
want the banks to take a lot of risks in a way that a prudent business 
person would not do if they were aware of all the facts. 


| would just comment that while | think there are bank 
managers around who probably--and there are probably banks that are 
needlessly tough on people and demand double and triple security they 
Haeeeteed do not need--at the same time, | am not so certain that 
ending money to people so that they become unhealthily in debt is any 
favour to that pee on to begin with. And secondly,| do not think it is 
useful for the bank itself, because you presumably do not want--my 
experience with bank managers is, you are not trying to seize houses 
and Cars; you are eng to ae your money back from the business you 
are lending to, not to wind up rushing out and getting the bailiff in to 
seize property. And if you cannot do that, it is not a very pleasant 
thing to have to seize someone's home. } 
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So | have the feeling that in general you are not in the 
house-seizing business. So your problem there is... 


a Mr. Macintosh: Farm-seizing either. 
Mr. Callahan: Some farmers would contest that. 


| have had experiences too where businesses were very 
successful for 10 and 15 years and put a lot of money through banks, 
and then when they had’a tough year and they went in--they had a 
demand loan or whatever, it was called, and they were put into 
bankruptcy. Now, | do not agree with your... 


Mr. McFadden: No, no, no. | am talking about start-up 
situations. IT think there are times when businesses that are well 
established--sometimes there are internal bank reasons why they are 
Seattle their loans called. | could probably argue with that case as 
well. | 


_| was just going back to Bob Mackenzie's case, the problem 
with getting somebody with an idea and no money, and what is the 
appropriate way to finance that. | guess thaf is an area that 
government has to come to grips with or some form of... 


Mr. Callahan: They have debentures. 


ee Mr. McFadden: | do not want to belabour that point because 
this is not really on fopic, but |. just--a PIOROs of what Bob was 


sayings | think it is a problem. But l‘am not sure the banks can solve 
lack, of capital when a small business is trying to start out all that 
easily. 


| wonder if | could go over some areas. First of all, the 
whole business about the value of trust companies. You produced a 
large ad. We had the quarterly financial statement of Canada Trust 
here, which advertised on the front page $51 billion of assets. When 
you look in the financial statement, you find it is $23 billion really 
on their balance sheet, but they have grossed it all up and it is $51 
billion, throwing in estate money and anything else that they have got 
sort of kicking around. Puffing, puffery or exaggeration. 


Now, | know that you have suggested that yOu think that the 
trust companies should somehow show--and | am nof sure if you are; | 
am just trying to determine what you are really wae here. You are 
suggesting that they probably should show that $51 billion somehow 
as assets under administration of sorts. 


My feeling about it, and | just ask you about this, it seems 
to me, though, | think it is inappropriate for the trust companies to be 
alleging that particularly estate assets are assets of the trust 
company in ads like that or on their financial statements on front 

ages. Because while the trust company ee have some authority in 
erms of advising the estate and investing the funds of that estate, in 
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the case of estate assets in particular they are subject to the probate 
court, there is a will, probate is involved. Estates do not just sort of 
pap up. There are executors who are legally responsible to the courts 
to the beneficiaries. And legally | think it is improper, but | think | 
is also financially incorrect to be showing estate assets in particular 
as part of the assets of the trust company. Those are not the trust 
com ae assets. They are the assets of another entity, namely the 
estate, legally, and should not be shown on the balance sheets or 
shown as part of an asset advertisement of any trust company. 


So in that. way | would simply suggest that, from 
everybody's point of view, they should be taken ouf. Certainly estate 
assets, and | guess you get into pension funds and all these other 
things. But it just seems to me improper; that funds of that nature, 
that clearly are not their property and are clearly subject to a 
fiduciary eee should not be shown on their assets. | know 
there is another debate about, well, are not all deposits then 
fiduciary too? | guess you could go on forever. But my opinion is that 
eal In particular aré a very special thing under law and should not 
e shown. 


| am not sure that you are--what | wanted to get at 
basically is, were you sugges pose they should clean up their - 
advertising and not allege the $51 billion, or are you suggesting they 
should be advertising their full--everything, including stuff under 
administration? You made two points here and | was not sure which. 


Mr. Macintosh: We are really only saying, Mr. McFadden, they 
cannot have if both ways. They are trying to argue that, asset-wise, 
they are as big as banks. That is what that ad said. But elsewhere 
some of the other witnesses who came from there said that--dumped 
all over our association for publishing numbers which showed the 
ET&A included. Which way is it? If they want to exclude them for 
pameses of talking about their relative size to the banks, then do so, 

ut you cannot have it both ways. They are arguing out of both sides 


of their mouth, as an industry. 


| am only saying that it depends on what your puncse iSeait 
your purpose is to talk about your size, | think the ET&A should be 
reported as assets under management. A lot of those assets are 
pension fund assets where they have discretionary authority. 


| guess what | am really SUBUESHAOINS that the trust 

companies should break down their ET&A assets into discretionary-- 

wholly discretionary and non-discretionary, or sometimes It Is in 
between. Sometimes it is a dual fiduciary authority to trustees, 
executors of an estate and the trust company. That is a triple 
authority. But since they are arguing the point that they should 
not--most of them are arguing the point that they should not be 
excluded, we are Sang well, put the numbers on the table and then 
the public can judge. Split them between discretionary and non. But 
they do not produce the numbers. 


The whole disclosure issue, incidentally, Mr. Chairman, is 
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something that concerns us. The banks have to publish their quarter! 
financial statements, income statement and balance sheet statement, 
| think it is about 45 days after the date, in the newspaper, so the 
public can all see that. The big trust companies do the same 
voluntarily, the big ones that you have heard here. But by law, an 
Ontario trust company does not have to have a disclosure statement 
quarterly_at all, and many of them do not, and likewise the credit 
unions. The credit. unions' statements--you will be lucky if you see 
one within a year after date, and certainly not quarterly. 


But we believe that the provincial government, the 
Government of Ontario--and | have said this to other provincial 
governments too:. why can ew not require the financial institutions 
under your authority to produce the same financial disclosure as we 
have to? ey are in the same business. They say they are. al, 
shee ie ihe public not see their figures the same as they see ban 
igures* 


Mr. Haggerty: Would that help in the failure of... 


Mr. Macintosh: Well, Mr. Haggerty, | believe it certain 
would make the--it would flag things a lot Sooner, sure it would, 
because the issues would arise. As you know, there are many credit 


unions in difficulty in Ontario here, but how much does the public 
know about the situation? 


__. We have got one law for banks and another law for your 
eeu sss institutions, and | say the same thing to B.C. or any of 
hem. The problem is general, and | believe that the provincial 
ministers should get together and deal with that disclosure question. 


Mr. McFadden: Well, | would su pen disclosure. | do not 
know what the rest of the committee would teel, but | think you make 
a very good point. 


| wonder if | could move on to another area. It was raised 
earlier on by Mr. Callahan, and it has been raised with other witnesses 
and | did want to get your input on this. This business about loans of 
one type or another to bank directors has been talked about in the 
media. People have raised it with us here. | guess every bank has a 
different policy on it. What is the general policy right now in terms 
of loans to bank directors? Is there a general policy among the banks 
or is it very individual? 


Mr. Korthals: To a bank director as an individual or to a 
business which he may own or which he might be a director of? 


Mr. McFadden: | guess both. 
Mr. Korthals: All three? 
Mr. McFadden: Yes. Well, the trust companies, | know, have 


special rules, which I do not think we would be inclined to change. 
But they have alleged--and it has been alleged and not just by them 
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here in the last few days, but also generally, that bank directors were 
treated in a special way, both as individuals and, potentially, their 
companies. 


Mr. Korthals: Well, we will lend money to a bank director in 
the same way that we will lend to almost anybody else. If it is a 
significant amount of money, | would guess that in almost every case 
it would be secured by something because we try very hard as a policy 
not to make large unsecured loans to individuals. 


As far as dealing--if they are the sole owner or Propiacle) 
of a business, | guess we have fhat situation where we have lent 
money to companies in which directors are the dominant shareholder. 
We try and lend on what we believe are competitive commercial 
terms. We have had many cases where directors of the bank with 
their own business have actually dealt with other banks. We have at 
times failed even to be competitive with our--because he went out 
and shopped. 


| think the idea of--the borrower today, if he has a 
reasonable business, and chances are if he is a bank director his 
business is reasonable, has a broad--| mean, we hope he Is. | mean, it 
is embarrassing if it Is not a reasonable business; that is a real 
problem--but he would be able to get credit from any institution. And 
very often they ask for two or three proposals. 


So it is done on a strictly competitive basis. The amount of 
the loan to that director is a very tiny percentage of the bank's total 
assets as a rule, and the loan Is disclosed to all the directors, and of 
course it is also tabled so that the regulators can look at each 
individual case if they wish. 


_. Now, if he is a director of a teak dpe los held corporation, 
which is the earlier case which we came fo, the chances are the bank 
director (a) does not have undue influence over where he gets his 
Spey en because it is made up of--it has its own board; it has its 
own Officers. He probably is not the chief financial officer anyway. 
And on the bank board he is maybe one of thirty people. So he can 
really not either influence the bank's decision or the place where he 
works. | mean, can you imagine, Bell Canada deals with every bank 
and the fact that one of Bell's employees is a director of our bank has 
absolutely no--it does not either help us get business with Bell or 
does not help Bell get business, banking relations, with us. 


_ $0 a director on a bank board, on a broadly owned bank board, 
as an individual does not have near the power that an owner would. 
And there is the distinction. And history has shown that there has 
been ey little damage to the financial industry, especially 
banks, by bank lending to directors or entities that directors have an 
interest in. History around the world has shown that society has lost 
a great deal of money when an owner of a bank lends to entities in 
which he also has an interest. So that is all you can go by. You know, 
any system can be abused. Any group of people can get in collusion. 
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In the old days, not very long ago, 60 years ago in Canada, 
banks were actually if_not rae controlled, they were really run by 
part of the board: The chief executive officers were really the 
directors. The puloees of the bank, full-time employees, were 
really only operating officers. And gradually that power of the board 
to influence the bank--well, go back to before the turn of the century, 
when America and Canada were industrializing, | mean, then people 
realized access to big capital was power. That is why Morgan eae 
Banker's Trust, Equitable Trust, two or three life companies. Once he 
had those, he bought half the railroads in America, U.S. Steel, Inco 
Western Union, International Harvester. | do not know what he all did 
not own. But there were others just like him. | know there_was a 
Canadian in Peterborough who had a big influence. He owned Canada 
Life. | have forgotten the name. Anyway, there was a book written 
about this man. He was very powerful. 


And that was a concern. That is why--because in a way, 
when you had those powerful owners it made the financial institution 
more Competitive, but all of commerce became less competitive. So 
in America they_developed laws to try and separate business and 
banking, and in Canada the banks, eal , which in those days were 
the dominant providers of money--the Bank Act gave them rules (a) as 
to who could own a bank and (b) what the bank Could own. So through 
the Bank Act they tried to separate it. They never applied those rules 
to trust companies because in those days they did not have a big 
enough block of money to really be of concern. 


Meanwhile, even in banks where there was not a dominant 

Owner, power was gradually shifted from the directors to the 

operating management, so that the directors are more an overall 

overning force to make sure that the institution is prudently run. 

hey do not really get involved in specific one-on-one decisions. And 
that worked fairly well through the fifties, sixties and seventies. . 


_ Today, | do not think the concentration of financial assets in 
banks is as dominant as it used to be because our size of assets, Say, 
relative to the credit union movement or relative to trust companies 
is more in balance. You know, we have, say, $120 billion in persona 
deposits. Credit unions and trust companies between them, $110 
billion. So the banks really are not the only providers. Even the 
government_has $80 billion in individual savings in directly owned 
Securities. So you look at all that individuals own or have on deposit 
or in government securities, and then In pension funds and stuff they 
have another $160 billion. So the banks are not as dominant in terms 
of individual savings as they were once upon a time. 


In addition, you have the international capital. market, which 
IS now so linked to the domestic market that it is hard to tell 
whether a borrower is using the Canadian market or the international 
market. So again, access io money--we are not the only provider of 
money. We do not have that kind of economic power any more. 


But still, | think the principle of separation of the 
commercial and financial sectors, which has had validity since the 
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1920s--| know it is argued that when owners own financial 
intermediaries they can fire management, so they can get better 
management in the financial intermediary, but who in the hell will 
fire the owner if he is not--it is like having a benevolent dictator. It 
is very efficient, but what do you do when he is not so benevolent? 


That is why we have inefficient es like parliaments. 
They have trouble awe a speaker! But that is the safety of 
society. So | do not know, that is a value judgment. 


Mr. Chairman: To bring that very interesting histo "S to 
date, Mr. Macintosh has kindly given us a statement from. Mr. D.A. 
Lewis from the Continental Bank of Canada, which has just been 
issued, indicating that Ms are AE) Lloyd's Bank. Lloyd's Bank 
will be offerin e shareholders of the Continental Bank between 
$15.25 and $16.25 a share for shares that have been marketing 
recently for $11, and the Continental Bank hopes to continue to serve 
a its Customers with the present facilities that they are presently 
offering. 


Mr. MacIntosh: Well, my worst fears are confirmed. We only 
have 64 members and we started with 65 an hour ago! 


Mr. Korthals: There is concentration for you! 
Mr. McFadden: Could | ask one final question? 
Mr. Chairman: Yes. 


Mr. McFadden: It relates to loan losses. We have heard 
various pieces of information here about the size of loan losses by 
various financial institutions. One of the figures that we received is 
in the period from 1977 to 1981, the combined loan losses of the 
chartered banks came to about $2.5 billion, and in the period from 
1982 to 1986 inclusive, the six chartered banks lost--the six miele! 
chartered banks lost a total of $13.5 billion, which_| guess is about a 
five-and-a-half-time increase between those two five-year periods. 


| | wonder if you could give us some idea as to the reason for 
the increase. | imagine they are all tied in with the western economy 
and the international market and so on, but | am just curious because 
there have been various allegations and be made here and | just 
wonder if you would be able to tell us the reason for such a large 
increase in the bank losses over this period. 


Mr. Macintosh: Yes. In two words: economic conditions. 


From 1970 to 1973, the price of oil escalated from a few 
dollars a barrel to $40 a barrel U.S., and the result of that was a huge 
inflation of commodity prices, expectations that inflation was goin 
on forever. So there was a rush_on the part of people to get into deb 
and into real assets, because if you are going to have inflation--| 
mean, all over the world we know that the answer was not to be a 
lender but a borrower. So people borrowed and borrowed and 
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borrowed. And that includes governments, of course, but it also 
includes corporations and individuals. Everyone got into debt and 
tried to get further into debt. 


And it is a pretty simple thing. Lots of people had enough 
brains to buy a house when they were going over their head to start 
with because as it worked out, with inflation they got skated on side. 
Well, we all tended to believe that it was going to last forever, and | 
have to acknowledge that bankers got drawn into that assumption 
about the world too, which proved to be invalid. | guess if you could 
say anything, it is that bankers Suan not to maybe have been drawn 
into those assumptions like everybody else, but they were; they are 
humans, | think. Mostly. 


_ 


And if you look back at the worst situation--and then of 
course the price of oil came down so that assets acquired, especially 
in that industry but in every other related industry where there had 
been inflation, all those assets acquired and the expectations of 
income did not materialize. 


ees talks about Dome. Well, if you look back only five 
years, the Dome financing originally done was based on a very 
calculated assumption about what was going to happen with the price 
of oil down to the year 2000. And it was all documented by the 
Government of Canada and the Government of Alberta in an agreement 
of, | think it was, September, 1981, in which they spelled out what 
that price of oil was expected to be out to the rest of the century. 
And you know what it was going to be: it was going to be $58 a barrel 
U.S. ay right now. And what have we got right now? Thirteen and a 
half to fourteen dollars a barrel. 


; And people believed those expectations. Corporations 
believed them, bankers believed them, governments--and they were 
wrong. But governments--it was on the record. | mean, the 
Government of Canada premises the takeover of Hudson's Bay Oil and 
Gas with financing of $4 billion and thought it was a great thing to do. 


But everybody is right by i ese and even the people who 
did those things then and promoted the NEP in Ottawa are now wise 
after the fact. They forget the fact that the business community 
operated on See UM eld that they made. True, we accepted the 
assumptions in the financial industry. Not just in Canada, you know; 
this is worldwide. After all, the Canadian banks have only somewhere 
between four and eight. per cent of the international debf. It is not as 
if we had done something unusual that was not done by everyone in 
He world. Now it is going to take some time to wind their way out of 
it. 


But the fact is that the loan losses--you said, what was the 
cause. Well, the economy was the cause. And the problems in this 
country domestically in western Canada are worse than they are in 
the infernational--the provisions are greater, relatively, in western 
Canada today than in anything the banks have internationally. And it 
is all very well to say by hinasight, well, you should never have lent 
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that money then. What kind of criticism would the banks have gotten 
then if they had not then been lending money? It would have been, 
"There you guys go, you see; you will not lend to business." 


Mr. Ashe: Mr. Chairman, a supplementary. 


Mr. Chairman: Well, | do not think | can allow a 
supplementary now because we have got about seven minutes left. Mr. 
Foulds has a question, Mr. Haggerty and Mr. Bond. 


Mr. Foulds, very quickly. 


Mr. Poulos: Well, actually it is interesting, though, that you 
were willing-the banks, and the government encouraged you--you 


were willing to lend to Dome at the very time that you were Calling in 
loans from farmers. And that is the public perception, that banks by 
and large are willing to lend to the nigh rollers, and yet they are the 
institutions that have been around the longest, and frankly that 
Canadians have the most trust in, but you are not willing to lend to 
small business. 


Mr. Macintosh: Well, Mr. Foulds, that is a misconception, 
frankly. The fact is that banks have a lot of money out in farm loans 
and small business loans that are slow, very slow, and the banks 
rights now are probably carrying at least 10 per cent of farmers in 
this country that have some degree of financial difficulty. The banks 
do not want to end up in the farming business. What good is that? 
And they are carrying a very large number of farm loans in this 
country, and here in Ontario, that they would rather not have to be 
carrying right now. And _that is just as true of those loans, or even 
more so, than it is of the Domes. 


Mr. Korthals: If the price of farm products--if you could be 
sure that they would go up tomorrow nextevedi and tHe year after, 
Hee would be better to carry them. But if you are not so sure and you 

hink ey may go down for another two years, are you not better to 
suggest ihat he salvage what equity he still has than to ride himself 
into the--to be flat broke? And this is a hell of a problem you have in 
advising a customer. 


Mr. Foulds: Oh, sure. And it is a hell of a problem that the 
country has in terms of whether those activities remain in 
production. | mean, | understand that. 

First of all, let me... 


Mr. Korthals: You_know, there was quite an article in the 
Globe by a professor from UBC. | do not know if you saw it. 


Mr. Foulds: No, | did not. 
Mr. Korthals: It was on Saturday, "What Should Canada Get 


out of Farming?" And he computed that at the moment our total 
subsidies to farming came to $32,000 a farm. So that is one hell of a 
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Mr. Foulds: First of all, let me congratulate you on your 
spirited defence of the banking industry. It sort of belies the common 
perception that bankers are staid and not particularly humorous. 


Mr. Macintosh: You are speaking about Mr. Korthals! 


Mr. Foulds: | am speaking about both of you, obviously. And 
also, let me congratulate you on the readability of the brief. The 
brief i found one of the most readable that | have encountered, and | 
am not an economist and | am not an expert in the area. 


You say a couple of times in the brief that it is important 
that competition continue in the various financial sectors and various 
portfolios, if you like. What | find difficult to reconcile is that 
philosophy with the idea that in fact there is not very much 
competition in the small loan business. You yourself indicated that it 
is only the big six banks Paes large that are in that business, and 


you very carefully outlined the difference between loaning and equity 
Capital. 

Do ie have any et beslens for us about how we get more 
people into the small loan business and how you could devise 


reasonable ways of providing equity capital for small business, the 
half-million dollars and under? Now, you have got a wealth of 
experience. Your industry has a century of experience. Presumably 
you have some ideas on that. 


: Mr. Macintosh: Those are really tough questions. We 
generally do not believe that the financial system should run by more 
intervention by government. If people want to go into. that 
marketplace, they can do so now freely and banks woula--| mentioned 
the big six. As far as | am concerned, all 65 of our members have the 
Saal to do that if they wish to do so. So do the credit unions and so 
orth. 


| suppose you could provide tax considerations which would 
be advantageous to provincially controlled corporations for She es 
of risk-capital eeaili or venture-capital lending. But! would =a) to 
you, Mr. Foulds, that | am familiar with quite a lot of the venture 
Capital operations in this province, other than oe banking, and 
maybe it would be worth your while to consult the--there is an 
association of venture capital companies in this city, and there area 
lot of them. | think there are 100 of them, and some of them have 
very considerable resources. | mean, they have access to not only 
tens of millions but hundreds of millions of dollars in some cases, 
and my impression ts that they are always roaming around in this 
province looking for deals, looking for venture deals, and that they do 
not have enough deals. There is more money available for ventures 
here than there are viable ventures, in their view. 


Now, sure, Senet mistakes sometimes. But it might be 
worth your while consulting with those people. Offhand--! guess | 
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had better bow to Mr. Korthals. Maybe he has some better creative 
ideas than | do on this. 


- Mr. Korthals: Well, it would be a big decision to make for 
the community as a whole to Bay that everybody has the right to start 
a business, whether or not they have any money to start with, and the 
state will provide a mechanism to make that possible. It was not 
such a big problem in the 1950s and 1960s because not many people 
started businesses, because big businesses were growing. It has 
really become a bigger problem today. 


The other aspect of the problem is, many of. these 
businesses are started by spouses, because they are more confident in 
their ability and want to realize their potential, | guess, because the 
community has changed. And there is another problem because a 
spouse starting the business often has a spouse with a reasonable net 
worth who is not has ing it--it is the bank that is going to put up all 
the money. And | think that is something for the partner to do. 


But | think that is something for Parliament to decide, that 
everybody, every citizen in Ontario has a right to start their own 
business and some vehicle will be found to give them some seed 
money. And how the state recovers that seed money, | have no idea. 
Bob's idea of talking to the venture capital association might be good. 


_ You are going to have to ask for--anybody that accesses that 
peo is going to have to pay it back at least double plus interest, 
because that is the kind of loss experience you are going to have. But 
if that is deemed to be what the community needs and ought to have, 
ioe | I away can be found, and we should have a committee 
ooking into it. 


Mr. Foulds: Spare us! 


Mr. Korthals: But for banks, it.is very important that, those 
that start have a very significant stake in what they are starting, in 
order to minimize our losses. 


Mr. Foulds: That is probably a fair comment that society 
would say as a whole, too. | think that a lot of the argument that 
arises, arises because people do not realize how little capital a lot of 
Beebe have when they want to start a business. Certainly when | 

ave run into that, that has always been the major problem. 


| just wanted to ask one other question. How much--| did 
not follow you--very quickly, and it is just a matter of curiosity. || 
have not followed ‘the most recent developments. How much is 
outstanding to the Canadian banking industry by Dome Petroleum at 
the present time? 


Mr. Korthals: Well, the four banks--first of all, a lot of the 
65 have small pieces of debt, but the four big ones, it comes to about 
$2.5 billion, approximately. Within a few hundred million. 
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Mr. Foulds: What's a few hundred million here and there, in 
the 1980s: 


~ Thank you. Thank you very much, Mr. Chairman. 


Mr. Chairman: Thank you. We must bear in mind that we 
have another witness and our witnesses have to get away. So Mr. 


Haggerty, very briefly. 


Mr. Haggerty: | have two questions. Whether they will be 
brief or not, | do not know. 


| was interested in your "Bank Facts of 1986,” and in 
particular on page elgnt, and looking at the period, | guess, of 1980, 
1979-80 up to 1983-84, the increase in the number of deposit 
accounts and number of personal savings accounts, and looking at the 
wealth of money that perhaps the bank had to play with in that, is 
there any. given reasons why there would be that large number of 
deposits in that particular area? Was it because everybody was 
hepa on the area of the high interest rates? We know that many of 
he persons who had oy (NEN de homes and had to have their mortgages 
renewed in that particular period of time when mortgages jumped 
from 11 per cent to 23 per cent, it had quite an adverse effect upon a 
number of the communities when persons had to lose their homes in 
that period of time. And yet when you look at the wealth that was 
generated in that area... 


Mr. Callahan: What are you looking at? 
Mr. Haggerty: Page eight. 


Mr. Callahan: Roman numeral or. . . 


Mr. Haggerty: | am looking at page eight. 


_ Was that trend in the trust companies too, in the financial 
Institutions and trust companies? 


Mr. Macintosh: Looking at the number of personal savings 
accounts in Canadian dollars? 


Mr. Haggerty: That is right, and the deposit accounts too. 
The numbers in hat period of time, the substantial increase in 
deposits in both sectors there and. the capital that was put in. 

Mr. Korthals: | think it was the time that the daily interest 
accounts were mirodticed, and a lot of people opened daily interest 


accounts _in addition to their savings accounts that paid interest 
monthly. That probably is why that surge appeared. 


Mr. Haggerty: Would that trend follow into the financial 
areas of the trust companies? 


‘Mr. Korthals: | believe it would have, yes. 
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Mr. Haggerty: That is amazing when you look at the wealth 
that is entering. 


Mr. Macintosh: Well, that is numbers, not dollars. 


_ Mr. Haggerty: Numbers, yes, but there are dollars on the 

other side. en you look at "$1,000 and over,” you notice the 

ei age numbers in that too in--if it is a daily chequing account to 
lees 


Mr. Korthals: Well, we were Pau very competitive deposit 
rates then when interest rates were high, and a lot of money came out 
of the stock market and went into banks because the yields were so 
high on our instruments. 


Mr. ed So we manufactured that and the side effects 
or the adverse etiecis of that--many persons lost their homes by it, 
did they not, when you moved it from... 


Mr. Korthals: Well, all through the 1970s the savers got 
hammered because the rates they were paid were less than inflation 
. and the borrowers won because their houses went ag faster than--an 

in the 1980s, the depositors got their revenge and they did very well, 
and the borrowers got hit. 


Mr. Haggerty: In your agricultural loans, on page 11 of the 
same document, | notice thére has been still a substantial increase, | 


guess, in the total there ASG, In millions there, $10 billion, | 

guess it would be. Were many of these loans that the banks had 

provides to the agricultural sector, were they backed up or secured 
y, say, the Farm Credit Corporation? 


Mr. Korthals: The Farm Improvement Loan Act actually 

covered more equipment loans for farms, and_| think it was a 

Gaeta reed vehicle, and | really--do we have the FIL's, the total for 
e industry *% 


Mr. Macintosh: Farm improvement loans would be in these 
agricultural loans, but the FCC's own loans--Farm Credit Corporation 
loans would be not in these. | am not quite sure what the FCC loan 
numbers are now. | think probably about one and a half or two billion. 


Mr. Haggerty: But the banks really administered it. They had 
to fill out the aeP ication forms, and based upon your judgmeni, the 
information that was picked up by the person gens, asking fora 
loan or that, much of the decisions were based upon fhat information. 
But would that not, though, looking at it from my experience with 
some of the farmers in my particular area, | feel that by having these 
loans perhaps secured by the backing of the federal government, 
seventh your banking officers in the local banks to forget about 
whether they could afford it or not and they said, go ahead, we have 
got nothing fo lose. | sense that... 
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Mr. Korthals: The percentage of loans that would have the 
government guarantee in this total would be Te laNe low. The CBA 
will get it for you, | am sure, but | believe it is in the 15 per cent 
range. - 


Mr. oe Because | know in a couple of instarices in my 
area, for example, when the bank found out that they were in 
difficulties, how the bank got out of it, they went to the federal 
small savings--or small loans development bank there, got the loans 
from them, bailed out the banks, but the guy still went under. But the 
banks were Clear; they never lost a cent. 


And one of the things that bothered me the most was when 
there was--to refinance the loan, there was a personal loan or 
SSH from the individuals that were caught in this, and now the 
banks still include that into the--when they had the federal bank take 
it over, they did not include the personal loan. 


_. And I will tell you, when a person comes into your riding 
office in that state of mind and threatens, A say "| have a notion to 
go down and blow the bank up or go in and shoot every one of them," 
yeu Know, it is pretty tough for a member to sit_there and say--you 
know, what should you do in this instance? The bitterness that 
followed because he was led into this trap, you might say--l feel this 
is what happened to a number of the farmers across the Province of 
Ontario, because that security by the federal government involvement, 
saying to the bank manager "We have got nothing to worry about; it is 
no black mark against me if | take this route." | kind of sense that 
perhaps the banks are much at fault in this particular area, that, many 
of these good farmers went down the tubes. 


The other area | was concerned about was the corporate 
concentration, and | think Mr. Callahan--following his comments, 
where you have directors, say, at the bank and maybe directors in the 
other financial institutions, and they may be serving three masters or 
four masters, in a sense, and it comes to be a matter of in some cases 
there have been hostile takeovers in the financial institutions. They 
Call it corporate raiders and that. And they seem to be--when this 
takes pees the rules seem to be stacked in favour of the person that 
bel ing the application to take over. What are your feelings on 

iS’ 


_ The more | look at the witnesses appearing before this 
committee, there is some indication--because in a takeover, the one 
that has initiated it, perhaps there are not the financial funds there 
to take it over and the run is to the bank. Is there a conflict of 
interest in this particular area, that some of your directors may be 
involved in one or two financial institutions, to say yes, we will take 
this route here? | mean, you seem to--I think, Mr. Macintosh, you have 
kind of brought to my attention that maybe there was resentment that 
the banks and the trust companies are not treated alike... , 


' Mr. Chairman: Perhaps we could have a quick answer to that. 
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Mr. Korthals: But a bank director cannot be a director of 
another bank or trust company. 


- Mr. Haggerty: He cannot? 


Mr. Korthals: No. So you can only be on one financial 
institution as a director. 


Mr. Haggerty: That is the first question. 


Mr. Chairman: Gentlemen, | appreciate your time 
constraints. T think Mr. Korthals has to make another speech in 20 
minutes downtown. So | appreciate your being here, sharing your 
information with us. As | said at the conclusion of your ape ning 
remarks, it was a Spirited presentation and it has given us a lot o 
food for thought. Thanks very much. 


Mr. MacIntosh: Thanks for your courtesy in hearing us. 
Thank you. 


a Len RS We have now_Mr. Walter Lumsden, the 
Administrative Assistant to the Canadian Director of the United Food 


and Commercial Workers’ Union. | 


Mr. Lumsden, thank you for coming. Welcome. We look 
forward to your presentation. 


Mr. Lumsden: Thank you for having us. This is brand new to 
me. You asked for 25 copies. Do you want them before | read it or 
after | read it? 


Mr. Chairman: Mr. Carrozza can perhaps distribute your 
Be as you are leading us through your brief, and then members 
Wi 


| pick up some questions, likely, if they listen to you, and we go on 
from there. 


Mr. Lumsden: | hope | can answer them. 


Okay. First of all, | am with the United Food and Commercial 
Workers’ International Union, or UFCW, and we are the bargaining 
representative for over 150,000 workers across Canada. While the 
majority of UFCW members work in the retail and manufacturing 
sectors of the economy, a growing number are employed in various 
service industries, including some 1,500 in banks, Credit unions and 
Caisses populaires. There is an appendix on the back that lists the 
various groups that we do have. 


The UFCW welcomes this opportunity to express our views 
to the standing committee examining corporate concentration in the 
financial services sector. As an organization committed to the 
development of equitable social and economic policies, we are deeply 
concerned about the trend towards greater concentration and the 
potential it brings for fewer jobs and serious abuses of power. 


F-32 


The main purpose of this brief is to comment on key 
developments linked to concentration in the financial services sector, 
as well as to make recommendations for regulatory action. We 
strongly believe that the time is long overdue for the government to 
implement pled to protect consumers and employees from the 
abuses that can occur and are occurring as a result of excessive 
concentration. 


In a brief to the House of Commons Finance Committee in 
1985, Cadillac Fairview's president, Bernie Ghert, warned, "In the 
absence of any controls over conglomerate ownership, within a decade 
or so both the financial and non-financial sectors will be dominated 
by less than a dozen very large groups that could wield. enormous 
economic power. " Already tremendous concentration exists amon 
Canada's financial institutions. It is estimated that the ten larges 
deposit-taking institutions net about 90 per cent. of all deposits 
taken from the public. While federal laws limit ownership. of 
chartered banks to 10 per cent, no such limitation currently exists 
for non-bank financial institutions. As a result, control over most 
trust and insurance companies has fallen into the hands of a few 
individuals and corporations. 


Of particular concern to the UFCW is the number of financial 
institutions that have been taken over in recent years by 
conglomerates that also_control substantial industrial and 
commercial undertakings. Striking examples include Trilon, part of 
the Bronfman empire, which acquired Royal Trust Co. Limited, Royal 
Lepage Limited, London Life Insurance Company and Fireman's Fund 
Insurance Company of Canada. When Imasco took control of Genstar 
Corporation, it captured the country's largest non-bank financial 
institution, Canada Trust Co. Mortgage Company. The Jackman group, 
which includes an_insurance company and a financial company 
combined National Trust and Victoria and Grey Trust Companies, and 
Power Corporation has for some_time controlled various financial 
institutions including Montreal Trust Co. and Great West Life 
Assurance Company. 


_ . The report of the Ontario Task Force on_ Financial 
Institutions, the Dupré Commission, released last December, 
eae a deep concern for the_need for public confidence in the 
solvency of the financial system. One of the problems in gaining this 
much-desired confidence is that concentration simply does not 
inspire it. For many wtb GL ails is often associated with 
distrust, unfairness and irresponsibility. 


Unfortunately, there is abundant evidence that shows the 
ublic has every right to be worried about the ownership structure of 
inancial institutions. Within the last five years Canada has 
experienced several costly bank and_ trust company failures. 
According to David Slater of the Economic Council of Canada, one-half 
of these failures can be directly attributed to the fraud or 
self-dealing of the owners of these institutions. 


Peter Pocklington's Fidelity Trust is a case in point. 
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Following his takeover of the trust company, he sold to it millions of 
dollars worth of highly speculative properties that he_owned, 
including an empty Gainers Meats building, for $10 million. The trust 
company's losses on the buildings were so severe that about two 
years later, Fidelity's entire equity was wiped out and the company 
was plunged into receivership. Jobs were lost and public confidence 
in the system seriously undermined. 


_ Genstar Corporation engaged in. similar acts of self-dealin 
when it_sold assets to one of its subsidiaries, Canada Permanen 
Trust. Fortunately, unlike Fidelity, the company survived. The point 
to be made is that such non-arm's-length transactions could have 
threatened, however remotely, depositors’ funds and the jobs of a 
number of Canadian workers. 


' Banks, through financial holding companies, play their own 
versions of the self-dealing game. Interlocking directorships 
between banks and their main corporate customers have virtually 
institutionalized a form of conflict of interest. These cozy 
arrangements have led several banks to plunge their enterprises into 
risky ventures without traditional caution. For example, in the case 
of Dome Petroleum, five of Dome's twelve directors sat on the boards 
of seule or trust companies to which Dome owed money at one time or 
another. | 


The entire concept of the one-stop financial supermarket 
also creates the potential for conflicts of interest. rilon, for 
example, is melding together the once separate functions of banking, 
insurance, brokerage and trust services in its bid to offer almost 
every conceivable financial product to the consuming public. 
Cross-referrals may bring about extra profit for the corporate owner, 
but the consumer may end up paying an overall higher price than 
otherwise would be the case. 


; Self-dealing considerations aside, the UFCW is concerned 
with the ownership of financial institutions by non-financial 
conglomerates at a second level. In our view, conglomerate 
ownership can engender an absence of responsibility towards 
employees and customers. Since the recent round of takeovers of 
financial institutions was fuelled by the profit motive--for example, 
Imasco looked at Genstar as a means of offsetting the decline in 
tobacco sales, its core business--it is unclear whether 
MEM will feel a sense of obligation to make them work in 
the Jong run. Although it is too early to measure the impact of recent 
mergers and takeovers of financial institutions on employees’ job 
security, one Can imagine a similar scenario to that which happened 
to two Argus subsidiaries. While Conrad Black and his fellow 
shareholders made huge profits from the Argus empire, the employees 
of Dominion Stores and Massey Ferguson fell by the wayside as 
Oe Ms Job loss as a result of duplication is also a distinct 
possibility. 


One additional concern is that the new corporate entrants 
will feel less of an obligation to finance small business, farmers and 
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fishermen. Increased concentration will thus. serve only to aggravate 
the current situation where the banks are willing to bail out Dome and 
their other large customers, but think little of Charging the rest of us 
hi ne pugtes rates and of pulling the plug on small enterprises and 
individuals. 


Recommendations for action. The demise of a number of 
banks and trust companies over the last few years, the near failures 
of others and the expensive bail-outs of still more, illustrate the 
need for tighter regulation of Canada's financial service sector. The 
UFCW agrees with the Dupré Commission that public confidence in the 
solvency of financial institutions must be of paramount importance in 
the formation of new regulations. 


Most importantly, the federal and provincial governments 
must act to end the practice of self-dealing. The Dupré Commission 
calls for an outright ban on self-dealing or non-arm's-length 
transactions. The UFCW supports this recommendation, but fears it 
wil bring forth problems of monitoring and enforcement. The most 
efficient way to prevent self-dealing is to place ownership limits on 
all financial institutions. In our Opinion, widely held ownership 
would act to protect consumers and workers from the most serious 
conflicts of interest and also encourage public confidence in the 
financial system. We therefore recommend that the government 
extend the 10 per cent ownership rule to all financial institutions. 
Since controlling interest in all trust companies is already held by 
individuals or conglomerates, we recognize that such legislation 
Mone realistically have to be phased in over a reasonable period of 
ime. 


_ The savings of depositors would also be better protected if 
regulations were introduced to cut back on interlocking directorships. 
The UFCW therefore recommends that the boards of directors of 
financial institutions not include their major customers. A director's 
code of ethics should be introduced, with stiff penalties for those 
who operate in their own interest and contrary to the best interests 
of their depositors. | 


The financial industry provides an important source of 
employment in Ontario. _According to the report of the Dupré 
Commission, some 198,000. people are currently employed by: 
financial institutions across the province. Unfortunately, the 
majority of these workers earn relatively low wages and few 
benefits. Organizing drives have-been foiled by employers who are 
willing to use their tremendous economic power to block attempts by 
employees to be represented by a trade union. The UFCW strongly 
believes that the Ontario government should. encourage the 
unionization of workers in those areas of the financial services 
sector over which it has jurisdiction, First-contract legislation 
should be amended to allow for arbitration upon the request of either 
party. During subsequent rounds of negotiation, government policy 
should encourage the labour board to be more interventionist and more 
vigilant in its scrutiny of employer bargaining. 
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We thank_you for asking us to present the views of the 
United Food and Commercial Workers on this important issue of 
corporate concentration in the financial services sector. Although 
our submission has touched upon only a few of the areas which are 
currently under study by the standing committee, we hope our 
comments and recommendations will be of assistance to you in 
formulating government policy on corporate concentration. 


_ Mr Chairman: Thank you very much. Dr. Stephenson has a 
question. 


Miss Stephenson: | just need a little factual information. 
The statemen e majority of the workers earn relatively low 
Neues and few benefits" is a pretty bald statement. Are you saying 
that 75 per cent of the workers in financial institutions earn less 
than their counterparts in equivalent kinds of roles in industry? 


Mr. Lumsden: | certainly believe so, yes. 


Miss Stephenson: Well, do not tell me you believe so. Where 
are the figures to--where can | find those? 


Mr. Lumsden: | would have to send you some collective 
agreements, | puppoee that we have, and lay ouf to you the numbers 
of employees that work in the financial insfitutions at the low rates 
of pay. But b comparison to secretaries, for instance, they are 
lower-paid. he tellers and the people working in the foans 
departments of these institutions are lower-paid than a lot of 
clerical staff now in most firms. 


Miss Stephenson: In most firms or in government? 
Mr. Lumsden: Most firms that we deal with. 

_ Miss eloprer son Okay. That is the kind of information | 
would like to see. And you Say "few benefits." Are you saying they do 
not have the ordinary benefits that most employees even in small 
industry have? 


Mr. Lumsden: The experience that | have--benefits per se is 
dental and everything. They are very well taken care of in the banking 
institutions. So | apologize for being reasonably unfamiliar with this 
subject that we are dealing with. We were asked to make a 
presentation and we had to have a lot of people have input into this 
eocupents and | am not going to profess to be an expert on the banking 
industry. 


Miss Stephenson: And the financial institutions are not your 
area of activity primarily. 


Mr. Lumsden: No, they are not. 
Miss Stephenson: Right. 
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Mr. Lumsden: | apologize for that. 
Miss Stephenson: But could we have that information? 
Mr. Lumsden: Yes, certainly. 


Miss Stephenson: Thank you. 
Mr. Chairman: Dr. Henderson. 
Mr. Henderson: Thank you, Mr. Chairman. 


_ | was listening and | quickly glanced through your brief to 
try to improve my understanding of exactly how the interests of 
workers are mitigated “pelle! by corporate concentration, and the 
three arguments that | think | can define in what you said are that 
there is a loss of public confidence as a result of corporate 
concentration, there are--which may or may not be so; | suppose it 
depends who you talk to or whose confidence you are thinking of. That 
there have been business and institution failures, to which the 
counterargument, | suppose, would be that you will have just as many 
failures without corporate concentration, and even when companies 
do fail there is sometimes, if not often, a protection of the seniority 
and jobs and so on of workers. And third, the question of cozy 
arrangements that seem to contain conflict of interest. And | suppose 
you could get into a whole debate about that. 


| am still not really sure that | understand from your brief 
or your presentation how the interests of workers are compromised 
by corporate concentration. | am not saying they are not. | just need 
more help in understanding how they are. | do not fully understand. 


Mr. Lumsden: Obviously, as a union representing workers, we 
are concerned when anything occurs that could result in a loss of 
eee What we are talking about is a coming together of different 
Re of companies, in some cases with the same type of expertise, 
which would obviously result in a loss of jobs. If you had a bankin 
institution and an insurance institution that came together, some o 
those employees would not be needed any longer and we see a loss of 
jobs as a result of it. 


Mr. Henderson: Only because the combined operation is 
BresHines y more eificient, but unless there is a net loss of business, 
here would still be a need for just as many employees to serve the 
customers. If a trust company and an insurance company come 
together, presumably they do not lose business as a result of that; 
they pool their employee pool and HS AIG their customers, if you 
like, and the business expands. Would that not be so? | do not 
understand why there would necessarily be a loss of jobs. 


Mr. umscen lt has not been our experience any time there 
has been a coming together of any Dee of a business, that--when two 
businesses merge there is always the need to remove employees. 
That has always occurred in any closings of business portions and 
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merging of companies. There has always been a loss, a lot of times at 
the top end, | suppose, but a lot of times at the bottom end as well. 


~ A lot of these institutions could tend to be very top-heavy 

and there would be a loss of employment there for sure, but at the 

bottom there historically has always been a loss whenever there is a 

merging. And even with the same elielleyael merging two locations 

ete is a loss, and | would agree with you, perhaps not a loss of 
usiness. 


Mr. Foulds: If | could intervene there, that tends to happen 
in what is Toosely called the management category. That is, not 
necessarily managers but people--I know, for example, with UTDC and 
its transfer, the people who are getting hit are the pete beais the 
engineers, that kind of category in that Sector, and | would think the 
same would be true in a service sector like the financial sector, that 
it ee be Tone the tellers and the front-line people that would 
suffer as well. 


Mr. Lumsden: We believe so. We believe strongly that that 
would occur, yes. 


Mr. Foulds: Historically, that has been your experience? | 
Mr. Lumsden: Yes. In any kind of a merger of anything. 


Mr. Henderson: Mr. Chairman, if | could just comment. Then | 
will let this matter rest. There was an announcement on our desks 
that presumably we_have all received having to do with the 
Continental Bank of Canada, which Seer oe assures everybody 
that there will be no loss of jobs. Now, maybe that is false. Maybe it 
i Tee or something. I guess | just need to be convineed about 
at. 


_ Mr. Lumsden: We over bargaining tables are often guaranteed 
there will be no loss of jobs when various technological changes 
occur. And | suppose when you deal with Harry or Betty, Harry or 
Betty do not lose their job, but through attrition those jobs are not 
replaced, and through encouraging early retirement, people leave. You 
end up with less employees of that company, but an individual did not 
lose pe OP per se. That has been my experience when | am 
guaranteed no loss of jobs. 


Mr. Henderson: WON A have created jobs in the high tech 
industry or something. It is difficult to--one does not want to be 
simplistic about it. 


_ Mr. Lumsden: Yes, and | appreciate that you have to look at a 
broad view and IT am dealing with the individual that | have to go to 
and say, sorry, you have not got a job tomorrow but someone down the 
road got your job somewhere else. The culls together of these 
financial institutions | do not see a replacement for, however, and 
therefore we felt that we should make a point that there should be 
some consideration for jobs when you are dealing with this subject. 
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Miss Stephenson: Can | just ask one question? Does the 
parallel a e industrial level really follow within the service 
sector? - Because if for example two trust companies were to merge, 
the director customer service which is provided by those people who 
work at the counter and work at various kinds of direct service to the 
clients of the company, those roles are not likely to be reduced. The 
aim of that merger obviously is to try to increase the Serra of the 
ree deal with those roles, but the roles are not likely to be 

ecreased. 


_ Are you saying that in your experience when there has been a 
merging of trust companies, because | guess that is really the kind of 
ayes we are talking about at the moment--we have not looked aot 
carefully--what was the experience when_the Toronto Dominion Ban 
Mies merged? Does anybody remember? | do not. That was a long 
ime ago. 


Mr. Chairman: There is nobody that old here. 


Miss Stephenson: Well, |am old enough to remember when it 
happened but | am not old enough to remember what did happen. 


Mr. Foulds: What | think happened--it is actually a very good 
example, Bette. T think what ha pened is, one of the Banks dlosed. 
Like, there would be a Toronto Bank in Thunder Bay, the Port Arthur 
aiceeasalle a Dominion Bank, and | know one of them Closed, and in the 
ransfer. .. 


Miss Stephenson: But indeed, in fact, there was-an increase 
in the number of total banks in the province eventually. It did not 
happen immediately. 


Mr. Foulds: But what happened in the case of that merger is 
that the employees--at one bank there were fewer employees to 


manage the remaining bank, the remaining outlet. 


Miss mat p et eon But if indeed there were not two outlets 
in a community--what | am eel about is the overall picture. Is 
that. what happens? Is that what the experience is, with the merging 
of financial institutions at the front-line level? Forget about the 


management level because you are not concerned really about what 
happens to management. But at the front-line level, what happens? 


Mr. Lumsden: | believe that we are concerned. | mean, jobs 
are jobs, an e workers that we represent eventually move up to 
those positions, and in financial institutions we have large arguments 
about in fact whether some of those positions that we are talking 
about should not in fact be in the union. And it is a lot of middle 
management... 


Miss Stephenson: That has been an argument that goes on 
forever. ; 
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Mr. Lumsden: But it is the middle management positions 
that suffer when pe get streamlining and merging these companies 
together, and that is where all these jobs are we are losing. We end 
up with tellers and nothing else. 


Miss Stephenson: Well, | would remind you that the 
complain at is mage by many of those who examine the 
effectiveness and efficiency of ey of our institutions and our 
business organizations, they tell us that we are far too heavy in 
middle management in North America and that we really have 
concentrated tar too much on that, as compared to the Japanese, if 
ou use that as a model. But if you say that the experience is that 
here has been that loss at the front-line service level--that was the 
question | wanted to have answered. 


Mr. Chairman: | have Mr. McFadden, Mr. Foulds, Mr. Callahan 
and Mr. Haggerty, and now Mr. Mackenzie. 


Mr. McFadden. 


Mr. McFadden: Yes. Just two or three areas with regard to 
your submission. On page three, at the bottom of the page you 
mention the--under the heading "Problems of Concentration,” “For 
many Canadians, bigness is often associated with distrust, unfairness 
and irresponsibility." | have gotten the image, at least with the 
financial services sector, that the reverse is true, that the depositors 
tend to want to be with the big institutions and have lost confidence 
in the small institutions. 


Were you referring here to a general concept of bigness, or 
were you beberle) specifically here to the financial services 
sectors? Because | have had the idea because of problems with some 
of the trust companies that in fact--and you can look at what has 
happened to some of the smaller banks, the depositors have lost 
confidence in the small ones and have all been moving over to the six 
big ones, because they felt they were more responsible and more 
trustworthy. 


Mr. Lumsden: Perhaps it is because of what has been 
happening. IT think generally wnat we are saying is that the bank 
should be the place that | go to for my loan, and | should go to an 
insurance company for this, and go and invest my money with an 
investment firm; that this fete together of all of these different 
functions is the bigness that | am talking about. | would hope that the 
bank would be big enough that | would feel safe, but that it was 
Strictly for banking purposes. So that if | went there personally fora 
loan of $50, it would be as pera m as someone going there for $5 
million or $50 million or what have you. And so it is that bigness, | 
guess, that we are teal about, the coming together of everything 
and that they are going to lose track of my $50 loan. 


Mr. McFadden: Okay. So you were not referring per se to the 
chartered banks, the big trust companies. You were more referring to 
the supermarket... 
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Mr. Lumsden: Kind of situation, yes. 


- Mr. McFadden: Do you see any advantages with the 
development of this financial supermarket? 1 mean, it Seems to me 
that what we are heading toward, and all of our witnesses indicated 
this, toward the blurring of the four pillars. Do you see any 
advantages in terms of one-stop shopping for the consumer, be they a 
Small Eee up to a corporation, or do you feel that we should 
institutionalize the four ee and not amend the existing 
legislation to facilitate tteh orm of mer nO? In fact, would you go 
SO et as to say we should toughen up fo keep the four pillars firmly 
in place’ 


_ Mr. Lumsden: Yes. We believe that the four pillars should be 
kept in place. Iftis starting to appear as if the banking industry has 
become a great meets to make a lot of money, and we are get 
ting all these private individuals getting into it, and | think the 
gentleman ahead of me indicated when you get this one person in 
charge of something it can be_an irresponsible thing to do. So there is 
lots of money to be made. They are getting into it to make lots of 
money and, we believe, are not going to care as much about my $50 
loan. So, yes, the four pillars | believe to be important, particularly 
in banking, for the farmers, for the small loan person. It is getting 
away from being a personalized service. 


Mr. McFadden: At the it of page seven, just to follow 
through from that, you mentioned that "the union agrees with the 
observation of the Dupré Commission that solvency of financial 
institutions must be of paramount importance." Now, we have also 
heard discussion here about the importance of competition in terms 
of the value that has to get better services for the consumer, more 
competitive rates, a broader range of services. And we have also had 
the question of concern about concentration. 


_.Are you saying that if we were to choose between 
competition and concentration and solvency that we should first be 
concerned with solvency, and then deal with the others after that? Is 
that what | am to understand by the words "paramount importance"? 


_Mr. Lumsden: Yes. .As | indicated from the outset, we had 
some difficulty with this, and | cannot profess to be an expert of the 
banking industry at all, in how they structure it. | can-only talk about 
how | feel and how our people feel, and we feel it is paramount that 
some confidence has to be put back into the industry. | suppose then 
that if | say that is the most important thing, and | believe that is our 
point that we are trying to make to you, that if to do that you think in 
your wisdom that there should be a merging of all of these 
institutions, | have lost one of my other arguments, which was second 
Important to me. 


Mr. Foulds: You do not want to lose that one. 
Mr. Lumsden: But confidence is important, given a choice, 
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for the good of the country, | believe. Confidence back in the industry. 
But we do believe in competitiveness as well, and we are concerned 
about the farmers and the little guy and the Peter Pocklington kind of 
thing we do not like. We feel that he gained something out of that 
transaction and he only got into it to make money. 


| guess the concept of the bank manager that we had many, 
many years ago tends to be going away. It is now a big businessman 
making lots of money, instead of someone that is there genuinely and 
sincerely concerned about every one of our problems, listening to us 
and trying to help us. And | know a lot o the One In the bankin 
industry and | do not want to paint them all with the same brush, an 
they are not all like that. But | think as an overall picture, that 
seems to be what we see coming anyway, from our... 


o Mr. Chairman: You really mean trust companies, though, do 
you not’ 


yoke Mr. Lumsden: Yes. Trust companies are not nearly as--in our 
view, do not nearly have the ear of the public when they come in. We 
prefer the banking industry stay the banking industry. 


Mr. McFadden: One final question | had. On page eight you 
make the point about bank boards and so on. We have been discussing 


with all of our witnesses the question of the directors and what we 
do. There seems to be a problem here, in the sense that from the 
point of view of the shareholders of the bank and from the point of 
view of the depositors, you want the best possible board you can get 
so that they work to protect the interests of shareholders and 
depositors. | know historically the legal responsibility of directors 
has been to look after shareholders’ interests. | think there is more 
and more a tendency here to believe that directors also have a 
responsibility to the depositors. You have made the point, though, you 
think that directors should not--would not be involved with, | guess 
is what you are getting at, with major customers. 


The question | have is, we seem to have a contendin 
problem here, the same with the paramountcy in solvency an 
competition, and how te deal with that. The other problem we have, 
| would think with all the financial institutions, is getting on the 
board of directors people of experience and knowledge who know how 
the world economy is going, can help the bank in terms of advice, can 
advise the board and the officers of the bank on trends in lending and 
the best way to protect the bank's interests and so on. 


How do you think we are going to deal with this? | take it 
what you are suggesting is we should--I do not know if you are saying 
a blanket prohibition or not, but it just strikes me there is going to be 
a bit of a conflict in ele directors who are going to have the kind 
of Sx pene te you would expect to have on a large financial 
institution if they have no business connections. 


Now, | Se what you can look for, obviously, is directors 
who do not deal with that particular bank, and | suppose that is the 


F-42 


one route. But | am just curious if you had a chance to consider the 
pool of directors and the kinds of people that would be available to do 
what | think should be demanding work. If it is not demanding, then 
they are not doing their job, but hopefully it is a demanding job, and 
Maal are we going to get the experienced pool from of people to do 
it? 


Mr. Lumsden: | suppose our suggestion of a code of ethics 
would allow us fo back off one and go fo the other one, but we 
certainly felt that the major customers of that bank should not be on 
it. | would like to think that there would be enough experienced 
people that the bank could operate with a board of directors that did 
not Ucar ia Wy have major customers on it, and_that the trust 
companies could operate the same way, | suppose. But the code of 
ethics--and we did not eee it and believe that you eran to 
be able to come up with something like that very easily as a 
committee--but perhaps that would be a way of getting around it, so 
that there could be some assurance that they were not operating in 
their best interests, and in a result harming the depositors and the 
rest of us. So the code of ethics could circumvent the difficulty of 
having those people on there. 


And the previous submission helped me somewhat in that | 
think they convinced me that one particular director was ven 
insignificant, but it would be very difficult if they were _all 
borrowing money from the bank, if the whole oiene of them were. So | 
would find that very distasteful, and therefore perhaps a code of 
ethics would help that situation, if you were able to develop 
something like that. 


Mr. McFadden: Hopefully, yes. Thank you very much. 
Mr. Lumsden: No one said it would be easy. 


Mr. Chairman: Mr. Foulds, Mr. Callahan, Mr. aggeny and Mr. 
Mackenzie, and do not forget, folks, we have to be back at 2:00 sharp. 


Mr. Foulds: | will try to be very brief, and | will ask this 
question to Mr. Orilieb next week as well. ie 


To your knowledge, has any union representative ever been 
asked to be a director of a financial institution? 


Mr. Lum n: No. I knew one that asked to be, and was 
turned down! 


Mr. fouls: Because we have heard before the committee 
that there are diificulties getting directors for many of these, and it 
seems to me there is a wealth of some knowledge of certainly some 
aspects of industry, trade, commerce, that is not being tapped. 


Mr. Lumsden: That is correct. There has tobe... 
Miss Stephenson: Several wells, not just one. 


F-43 


Mr. Lumsden: Yes. There has to be several wells. 


~ Mr. Foulds: | notice that right at the beginning you indicated 
that you have about 1,500 members in banks, credit unions and 
caisses populaires. Are you trying to--are you actively trying to 
expand that number at the present time? 


Mr. Lumsden: Yes, we are. | will be careful. 


_ Mr. Foulds: Are these--and | have not had time to look at 
arly A carefully--are these mostly in Ontario at the present 
ime“ 


Mr. Lumsden: There are quite a few in the Province of 
Quebec, [There are several in Ontario but the majority of them are in 
the Province of Quebec. 


Mr. Foulds: In Québec. In caisses populaires? 


Mr. Lumsden: Yes. 


Mr. Foulds: Okay. One of the things that | found intriguing is 
that your presentation and the presentation of the previous presenter 
coincide on one point, and that is there should be the 10 per cent limit 
on ownership in all financial institutions. 


Mr. Lumsden: |! was not here for that portion of his 
presentation, but that is great. 


Mr. Foulds: It is an intriguing alliance on that one point. 
Mr. Lumsden: Perhaps we are not that far apart. 


Mr. Chairman: It is an argument the banks would not have 
been making a few years ago. 


Mr. Foulds: Yes. In the committee if we get the argument 
from a number of sectors in the financial sector, that is one that we 
should pay some considerable attention to. 


_ The only one other question, Mr. Chairman, and it is a 
question that | think has been a problem to all members of all parties 
and that is the question of access to loans and the financing of small 
business, farmers and fishermen. Do you have any suggestions for us 
about how that could come about? That is, that seems to be the 
sector which is most deprived of capital for expansion and for 
development, and | just wonder--| mean, you seem to indicate any 
amalgamation or conglomeration will not increase that. Are there 
other ideas that you have? 


Mr. Lumsden: No, and | am sure that my responses to that 
area of the whole question are very simplistic and sort of motherhood 
kind of things. | do not have a Solution to that. | think a broader 
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ue eae of the banking industry would be helpful. | mean, | can only 
say that | just think that there is less personal contact when you get 
this merging together of all these firms by people that are interested 
only in making money. 


Mr. Foulds: In your experience, though--you have some 
experience with the caisses populaires in Québec. Do they make that 
kind of financing more easily available than do... 


Mr. Lumsden: | do not know. 
Mr. Foulds: You do not know. Is there any way that... 


Mr. Lumsden: | deal with the Bank of Nova Scotia and | think 
that they do. T mean, | believe that. is what our union is saying, 
that--leave the banking to the banking industry. 


Mr. Foulds: Okay. Thank you very much, Mr. Chairman. 
Mr. Chairman: Thank you. Mr. Callahan. 


_ Mr. Callahan: Yes. | had asked a question of the Bankers' 
Association, about the question of interlocking directorships. | see 
that as a very real concern, either actual or Deis and if we just 
look at the cross-ownership and deal with that | do not think we are 
really going to solve the problem. But having asked the question of 
the bankers, | realized, almost rhetorically, that it becomes very 
difficult not to have this interlocking directorship because of the 
lack of number of people you can access to the directorships of 
companies. 


You addressed that in your paper and | think you restrict it 
simply to interlocking directorships where there is a link between 
the business and the directorship they sit on. Is that basically your 
answer to that interlocking directorship, or would you rather see it 
go further to avoid the potentiality of conflict? 


Mr. Lumsden: Perhaps | misunderstood. | did not think that 
there was an interlocking of directors between different financial 
institutions, banks for instance. | thought there was not that. 


Mr. Galanay No, but what | am looking at is--let us say 
that this Committee or the legislature, as a result of the report of 
this committee, agrees that the cross-ownership of financial 
institutions reel or being bought by other types of operations was 
to be stopped. Would that be good enough, or would you have to go 
beyond that to make certain that the directors that sit on that 
financial institution are not in fact associated in a business that 
could use that directorship to its advantage to do all of the tung 
that we consider to be bad and the reason why we are trying to 
eliminate cross-ownership? In other words, denying competitors' 
loans simply to put the squeeze on them, or agreeing to loans for their 
Own company or some subsidiary of their company. 


F-45 


Mr. Lumsden: Yes. We categorize that as a conflict of 
interest In our submission. 


~ Mr. Callahan: Well, it certainly is a conflict of interest, but 
the question is whether or not you--number one, whether you can 


control its actuality or even the more. stringent question of 
el SUG You talked about the financial institutions have to have 
he respect and the public out there has to see something that puts 
their confidence in it. Of course, if they see a director or many 
directors who are from other businesses on the board of that trust 
company or that bank, they have got to wonder what is going on. 


Mr. Lumsden: | do not see it as an awful lot different than 
the conflict-of-interest kind of difficulty that you people have. 


Mr. Callahan: There is a strong similarity. 


_ Mr. Lumsden: | do not think that | see it much different. The 
financial institution is. very important for this province and we 
should have people up there who are concerned with the wellbeing of 
the province and not necessarily their own wellbeing. Not suggestin 
for a moment that an MPP or anyone that had a business woul 
necessarily be doing See to the detriment of the country, 
somebody at some time shows that you should not have this conflict 
of interest, and | guess we feel the same about the people that are 
running our banking industry in the Province of Ontario. 


If we cannot say that they cannot own a business that has a 
dealing with a bank, at the very least there should be some guidelines 
and a code of ethics and something set up that assures us and gives us 
some kind of a guarantee as best we can that while that is going on, 
they still have our interests at heart. 


Mr. Callahan: Well, the difficulty | have is that if 
cross-ownership Is inappropriate because a company owns X number 
of shares of a financial institution and therefore is entitled to vote X 
number of directors to run the company, how does it become any 
different than if those people are directors just because they happen 
to be the people who are invited to be directors? | really do not see 
that you--you still have the conflict problem if it is owned by another 
company, Clearly, | would think. So you have the same type of conflict 
if you bring on an interlocking director. 


_ | really do not see how you can solve--if you are going to 
solve either one of them. And _| think there is a good argument made 
for the ALE IAD of financial institutions. But if you are 
going to solve either of them, you have to solve both of them through 
some mechanism, and that is what | am looking for. | do not know 
how you do it. 


Mr. Lumsden: Yes. It would be very difficult. You know, you 
brought up an interesting point, that while | had no dealing with the 
bank | could pene S prevent someone who needed to deal with the 
bank from getting It, who possibly was a competitor. 
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Mr. Callahan: Well, that is one of the issues that is raised 
by way of the trust companies, that officers have been before us with 
that cOncern. But as | say, | cannot see how you can do one or the 
other. If you stop cross-ownerships, which | am sure will 
be--probably already is the nature of the ealslat DD we are talking 
about. | have not read it. But how do 108 get around the secondary, 
which is to me equally as important because it creates the same 
problem? | am looking... 


Mr. Lumsden: | wish that | had a solution that | could throw 
out to you. IT do not have one, other than the very simple one about the 
code of ethics, that could take any kind of.a form. How you determine 
if a director has used his or her position to gain something that 
normally would not have been given, | have no way of knowing how 
that can be done. 


Mr. Callahan: | mean, it becomes even more difficult 
because the director may very well be a major shareholder in a 
company that controls the shares in another company that controls 
the shares in another company and right down the line, and you would 
have one heck of a time trying to determine whether he or she was in 
a situation where they should be voting or not voting. 


In any event, it raises a concern in my mind. | do not know 
whether it does in any of the other members of the committee's 
minds. It is a conundrum how you deal with it because | recognize the 

ractical limitations to it. There are only S50 many good people out 
here that you can have as directors, but... 


Mr. Lumsden: You have raised an interesting point. 
Mr. Chairman: Mr. Haggerty. 


Mr. ee Well, | hope | am not going to be cut off again 
but | was a Tittle bit Concerned about the--on page six of your brief 
this morning, it said that."cozy arrangements have led several banks 
to plunge their enterprises into risky ventures without traditional 
caution. For example, in the case of Dome Petroleum, five of Dome's 
twelve directors sat on the boards of banks or trust_companies to 
which Dome owed money. at one time or another." The question | 
raised before to the previous witnesses--whether | got a clearcut 
answer on it or not, | do not think | did--they said it was against the 
principles of their code of ethics,. that there is not this crossover of 
directors sitting on the bank's side and sitting on the other financial 
Sn or in some other corporation that would be of benefit to 

em. 


Now, the question is, is there any way that we can perhaps 
have a run-through here to find out just if there is that crossover? 
For example, the takeover of the Continental Bank this morning by 
Lloyd's of London Bank, | guess it would be, that Edper Investments 
has a 20 per cent interest in the Continental Bank, and if they have 20 
per cent interest, then surely there must be some director from Edper 
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Investments sung on that bank board there, yor might say. So | 
think there is the conflict of interest there. Yet it. was 
erhaps--maybe | am incorrect, but | was led to believe that through 
heir code of ethics, this does not occur. 


__ | suggest este we could have a run-through the mill there 
and find out just how this crossover is, if we can pinpoint it. If there 


is, then we have got a problem to resolve. 
Mr. Chairman: All right. Mr. Mackenzie. 


_ Mr Mackenzie: Mr. Lumsden, | want to first thank you for 
what is a very, | think, good short brief. It comes at it from ‘a little 
different direction than any of the briefs we have had up until now, 
and | find it useful. 


A couple of questions | do have. The list of financial 
institutions, which does not cover a lot of people, but that you have 
listed is almost entirely in Québec, with very few exceptions. Is your 
union one of the major ones that is now attempting to organize in this 
particular area? 


Mr. Wisco Yes, | believe so. The CLC has the Union of 
Bank Employees, that | see you also invited. Hey have obviously 
chosen not to be here. At the moment, they have the majority of the 
members in the Province of Ontario. We have worked very closely 
with them, as we have anywhere, but we just do not happen to 
represent those particular people. 


Mr. Mackenzie: That is what | was wondering. Is there any 
articular reason? ‘This still does not amount to a hill of beans in 
terms of percentages or numbers, but is there any reason you see why 
it Yee pa easier for you to break through in Québec than it has here 
in Ontario‘ 


Mr. Lumsden: No. | do not know because | did not deal with 
the Québec situation. | came from the Brewery Workers and that is 
where the Bank of Nova Scotia employees came from, and | have had 
no dealings whatsoever with those banks in the Province of Québec. 
Why it would be easier there, | do not know. Maybe the labour 
movement made a bigger push, perhaps. 


; Mr. Mackenzie: Did you have anything at all to do with the 
Visa Campaign, other than the assistance that the various unions gave 
here in Toronto? 


Mr. Lumsden: | had absolutely nothing to do with it. | kepta 
very close eye on it because | was negotiating with the Bank of Nova 
Scotia at the very same time. | did those five branches that you see 


listed there of the Bank of Nova Scotia. 


Mr. Mackenzie: In relation to a question that Dr. Stephenson 
asked earlier, your own experience in terms of the five Nova Scotia 
branches, the wage levels of the employees that you were negotiating 
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Mr. Lumsden: Yes, they are, and there is this merit thing 
that you so offen have to deal with, you see, and it is very difficult to 
get a handle on exactly what everybody is earning, even when you 
represent them, in this particular industry, because of that merit 
situation. | mean, we do not have time for me to go Into it In great 
detail here, but you see when you deal with this merit situation, so 
‘many marks against you in the banking industry puts off an increase 
that would normally be granted to you now, and that can be put off for 
three months, four months, five months, whatever the criteria of the 

articular bank may be, and that becomes your date then for any 
uture considerations of increase. And unless you want to strike 
them for the rest of our_lives, we almost have to accept that 
situation at the moment. So what you almost have to do is take a 
comparison of Jane, what she made today and what she is making five 
years from now, and if it is any kind of a borderline employee, the 
wage increases just are not there. 


Mr. ackenzle. Can you, at least in terms of the Nova Scotia 
units--you have offered to give us what information you can.on the 
levels of pay, and | have some awareness of what they are, having met 
myself with bank employees. But are you able to give us what you 
were laced with in terms of first organizing those units, in terms of 
wages‘ 


_. . Mr. Lumsden: Yes. | offered to send that information in and | 
definitely will do so, and | will try to explain to you what they were 
as individuals earning, and give you some percentage figures, and then 
what they earned when we were finished, and there is not a bi 
difference. But the benefit package is coming back again to--wha 
Miss Stephenson brought up; the benefit packages | could not find any 
severe criticism of because that was right up to the top. 


Mr. Meche ae. The other point | think you have dealt with; a 
question that Mr. McFadden raised with you is giving me at the 


moment a little bit of difficulty. Most of the points you have made in 
the brief | think are valid. 


The question of boards of directors in financial institutions, 
and maybe we are reduced to dee ae the guidelines, | am not Sure. 
But | have some doubt that it would be possible to eliminate from the 
board of a bank, for example, business people whose companies might 
somewhere along the way be involved. | tend to have some sympathy 
with the argument that some expertise is needed, and | guess my real 
poor is that | am not at all sure the expertise on most of fhese 

oards should not be a heck of a lot broader and more representative 
of some of the social and other concerns of the community as well. | 
think it is a valid point that | do not know of a trade unionist that is 
on one of these boards or commissions. 


Mr. Lumsden: Nor do |. But! do, as | say, know of one that 
asked. BufT do not even know if there is a monitoring system of what 
these people are all up to that are on these boards, and that is 
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probably why we are talking about, very briefly in there, some code of 
ethics. | mean, | sit here and tell you that these directors are doin 

this, and they can sit here and tell you that those directors are no 
doing that. But is there anybody or any vehicle to determine if. they 
are‘ 


_ Mr. Mackenzie: A final question, | guess. Do you have any 
- perception as to why probably the hardest area to organize in this 


province has been the financial institutions? Because they certainly 
are not making the wages--| am sure when we get the figures, and my 
own information clearly indicates that. But they certainly have also 
been one of the most difficult groups of workers to organize. Do you 
have any particular views on that? 


Mr. Lumsden: | am probably glad that | hesitated before | 
Started to answer you. | have feelings and gut euler but not to 
share with you at fhis point in time. It is a very difficult industry. It 
is a very tight-knit kind of group with a feeling of obligation by the 
Sale oi ers on their employer. They control them and manipulate them 
very well. 


Mr. Chairman: Thank you very much. Your submission has 
been extremely valuable to us in a number of ways, in giving 
perceptions as to how you feel things should be changed in the 
community. And | am fascinated by the fact that the only branch of 
the Bank of Montreal that you have organized is in Tweed, where 
incidentally there is a banking monopoly. Incidentally... 


Miss Stephenson: You mean there is only one bank, the Bank 
of Montreal. j 


Mr. Chairman: There is only one bank in Tweed. - 


_ _Mr. Lumsden: That is not representative of the Province of 
Ontario. That is just what we have. 


Mr. Chairman: Thank you very, very much. | realize that you 
needed fo pull a lot of information together to make fhis 
representation. | 


; Just to correct one thing that maybe Mr. Mackenzie said. We 
will have a presentation from the Canadian Labour Congress a week 
yesterday. They are coming on the 8th of October. é 


So we will see you all back at 2:00 o'clock. There is a brief 
that has been distributed by Mr. Bond that it would be wise to take a 
look at before 2:00 o'clock because it is about Trilon Corporation and 
it will be useful in questioning them. 

The meeting is adjourned. 


The committee adjourned at 12:35 p.m. 
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The committee resumed at 2:05 p.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


Mr. Chairman: Let us get started. 


This afternoon we have the pleasure of hearing from the 
Trilon Corporation, and with us we have Allen Lambert, the Chairman; 
Melvin aii the President and Chief Executive Officer; and in the 
back, in the first row, Mr. Gordon Cunningham, the Executive 
Vice-President and Chief Operating Officer. 


We have heard a lot about your corporation, sir, but we have 
not perhaps heard as much as we hope to have. We have a brief that 
hes have given us ahead of time, but we certainly appreciate what you 

ave to say today. 


Mr. Lambert: Thank you, Mr. Chairman. 


Also with us today is George Soteroff, who is with the 
Trilon and has participated in the preparation of our brief. 


_ To give a little background on Trilon, we thought we would 
open with a few remarks but try to keep them fairly brief so there 
would be time, if you wish, for questions later. 


Trilon Financial Corporation welcomes this opportunity to 
appear before your committee, and we hope our comments will be of 
assistance. | know that Mr. Cornelissen, President and Chief 
Executive Officer of Hees Trust Co. Limited, has also appeaee before 
your hearings. Royal Trust Co. isa member of the Trilon group of 
Companies, and my colleagues here today and | are in full support of 
Mr. Cornelissen's brief. 


Trilon was formed almost four years ago to acquire and 
manage interests in financial service businesses and to conduct 
financial operations ate It was our intent to bring together a 
group of companies which had the professionalism, the size and the 
resources to meet Mea elle? needs of financial services customers 
and to compete effectively in domestic and world markets. 


Our group of companies includes Royal Trust Co.; London 
Life, Canada's leading individual life insurer; Wellington Insurance, 
whose ownership was repatriated last year from the United States 
and who isdenalcl national property and casualty insurance; The Holden 
Group of Los Angeles, California provides voluntary supplemental 
retirement plans from the United States and was very recently 
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acquired; Royal Lepage, which provides residential, commercial 
brokerage and other related real estate services in Canada, an 

commercial brokerage services in the United States; and CVL Ltd., 
which is a Canadian vehicle and equipment leasing and fleet 
management company. 


Each Trilon group company conducts its business in 
extremely competitive sectors of the financial services oS NE 
While each group company may lead or may be striving to lead its 
industry sector by providing consumers with a_broad range of 
innovative and cost-efficient services, none of the Trilon companies 
is dominant in size or market share. 


During the course of its own development, Trilon and its 
epee companies have had to deal with many of the same issues that 
ave occupied the attention of this commiftee. One thing that we 
have learned from the trials of the recent past, Mr. Chairman, is that 
Canadians want a well capitalized and prudently managed financial 
system, a system which Is at the same time still creative and able to 
Pigs their financial needs as they are today and as they may arise 
omorrow. 


We at Trilon believe the first priority for Canada's 
governments is to regulate the financial sector so that its soundness 
IS assured, so that public confidence is maintained and accountability 
for those who participate is increased. But just as importantly, for 
the sake of our nation's financial future, government should be 
conscious of the need in the restructuring of our financial services 
industry to allow for its growth on a world scale. Our industry must 
also be stimulated to be innovative, fully competitive both_in Canada 
and abroad, and not be inhibited in its ability to best serve Canadians. 


, _.The changing scene brings home to us sharply that the 
financial services marketplace has progressively. crossed 
international boundaries over recent years. Today, the industry is 
trul epee in nature, and for the most part its participants are 
world class. 


! In view of this, the challenge for Canadians and governments 
at this point in our nation's economic development becomes relatively 
clear: either we can be reactive and simply go along with the future 
as it unfolds, without the benefit of being able to influence or plan 
the PuanOGs, or we Can take a pro-active stance. We can ensure that 
our legislation and regulation over the financial services industry is 
contemporary and effective, and we can also position, ourselves in a 
planned and pragmatic way so that our financial services industry is 
aligned with global development now and in the future, and gives our 
Canadian institutions the freedoms needed to be fully compeiitive. 


part This forward-looking attitude would assure that Ontario and 
its financial industry will be better served for today and tomorrow. 
But more importantly, the consumer will be better served as 
continually more innovative peste tee and services designed to meet 
emerging and changing needs will be offered more competitively. 


F-3 


Bees auizing inet the Canadian financial services companies 
must operate in a global marketplace, the key decision for Canadians, 
and particularly for our governments, is whether or not Canadian 
financial institutions will be permitted to operate effectively in that 
lobal marketplace or not. If our financial institutions are expected 
O pollelbe ey in this world marketplace, then government 
policy, while ensuring the financial protection of the consumer, will 


also need to encourage competition and growth. 


lf Canadian financial institutions are not able to grow to 
world class stature and provide those services that Canadian 
companies and consumers need, then we must expect that pore ign 
financial corporations will stand in our place. | think this would be 
sad, indeed, Mr. Chairman, in terms of the loss it would mean to our 
economy and to the people of Ontario, especially as we have a unique 
opportunity to do all we can to ensure our place among those 
companies and countries operating on a world scale. 


But if Canada aspires to enter and to compete effectively in 
the larger arena of the global marketplace, we must enter it with our 
best companies, companies that are big enough, strong enough and 
innovative enough to compete effectively. Corporations need a 
conducive environment for growth because our economy is relatively 
Small in world terms, and those companies that may seem large to us 
today are only average when compared to the world class companies 
from other nations. 


In fact, not one Canadian-owned company ranks in the. 
current Fortune list of the top 50 companies in the world in terms 
of sales. Too indicative of our past, perhaps, is the new ranking this 
yee I one foreign-owned company operating here, General Motors, in 

place. 1 


Expectedly, the United States, Germany and Japan, in that 
order, dominate the list. It may come as a Surprise to some that 
Holland has three companies aeRO CNS MONEE highest-ranking firms, 
and Italy has two. Even Mexico and Brazil are represented. 


Interestingly, two Korean companies grew to be included 
among the world's largest companies for the first time this year, both 
of which are ranked above Canada's lone foreign-owned entry. One is 
Hyundai, which most of us know, and the other is Samsung, an 
electronics firm that is likely less familiar. 


As the pores of restructuring the financial sector spreads 
around the world, some countries such as Germany, have moved to 
SNen tiene more of their corporations to grow into higher levels of 
world class firms. | think this is. an tndication of why these 
countries, their corporations and their economies are so often the 
envy of other nations. 


lf | may, Mr. Chairman, | would like to take a moment, to 
suggest how we might deal with some of the major issues confronting 
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_ Firstly, | do not think there should be restrictions on the 
domestic ownership of financial institutions, although | fully favour 
the view that it is desirable to have strong public ownership in those 
institutions. Ownership of a financial institution is a serious public 
trust and requires exacting regulatory standards of responsibility, 
reputation and substance for those who seek to own or manage a 
financial institution. This form of fitness test is commonplace. in 
may se gHse throughout the world, and indeed, in other industries 
in Canada. 


Responsible major shareholders have been and continue to be 
a vital part of the Canadian trust and insurance industry today. The 
have provided an irreplaceable portion of the industry's risk capital, 
and their presence has resulted in greater management accountability 
to the benefit of all shareholders, the industry, the Community in 
general and especially to consumers. 


A great deal of attention has been paid recently to the 
universal application of the 10 per cent ownership restriction which 
currently applies to Canadian chartered banks, not the foreign, 
wholly-owned Schedule B banks. Forgotten in this debate, however, is 
the fact that this principle, introduced in the 1960s, was intended not 
to inhibit domestic ownership of our banks but to prevent their 
takeover by foreign financial institutions. 


The Canadian consumer has shown less concern for the 
ownership of a financial institution than that it be a safe place to put 
their money and it be well managed and well capitalized. As a result, 
consumers have turned in increasing numbers to the trust Deus: as 
that sector has been more demonstrably service-oriented an has 
provided Canadians with more innovative and cost-efficient service 
at a variety of hours convenient to the public. 


When evaluating financial institutions, overall performance 
should, | think, also come into play. Not one Canadian bank ranks 
among the top 50 banks around the world in terms of return on assets 
and return on equity, two important performance measurements. 


_Royal Trust, by comparison, achieved in 1985 return on 
assets higher than any Canadian bank, and second highest eneng all 
North att enh banks and trust companies, and had the highest return 
on equity. 


The question of related-party transactions is another area 
that has been the focus of regular attention. It seems to me that the 
discussion in this regard has been limited by its focus on only one 
side of this complex question. 


There are many useful, proper and entirely legal 
related-party transactions that occur every day in the normal course 
of business. These transactions are conducted _at fair market value, 
with independent appraisals where necessary. But more importantly, 
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they neither injure nor threaten either solvency or stability of the 
firms involved. 


- Rather than a total ban on related-party transactions, which 
would unfairly constrain responsible members of the financial 
community, the financial industry would be better served by a review 
procedure that combines strict and workable regulations, stron 
corporate governance and increased disclosure requirements tha 
assured public scrutiny. | 


Among the Trilon group of companies, we have endeavoured 
to ensure that. our standards of accountability are second to none. Our 
Operating units are autonomously managed and management is 
accountable to all shareholders for their performance. 


_. In addition, | believe all financial institutions should have 
monitoring committees consisting solely of independent directors not 
affiliated with major shareholders. Trilon and its publicly-traded 
group companies have such committees in place. These committees 
are charged with reviewing business ethics and approving ld 
related-party transactions, regardless of whether they affec 
employees, directors or major shareholders. 


_ An tmportant aspect, Mr. Chairman, is that these 
committees have a_clear self-policing mandate, and their decisions 
are irrevocable. Trilon's constitution of these self-governance 

rocedures has been cited as a model for other financial institutions 
y both the House of Commons Finance Committee and the Senate 
Banking Committee. 


_| think it should also be mentioned that all related-party 
transactions have come to be associated with a challenge on the 
Stability of a financial institution, when in fact, bad management or 
other unacceptable practices rather than insider dealing has been the 
major cause of failure of financial companies. Bad management, for 
example, resulted in the collapse last year of two widely-held 
chartered banks. It also has an impact today on consumers, as it is 
they who must bear in the end the cost of banks' enormous provision 
iy loan losses by shouldering higher interest rates and service 
charges. 


Mr. Chairman, | am persuaded that the presence of major 
shareholders has provided consumers with a wider range of innovative 
services, See. protection for their deposits, while ensuring better 
overall periormance and return on investment for shareholders. 


| think we Canadians have a unique opportunity at the 
moment to re-regulate our financial industry so as to mend any past 
faults, and more importantly, we have the greater opportunity to 
create a contemporary framework that will foster the. growth of our 
financial industry and will allow it to take its place with authority in 
the world arena. 


The reality is that world-ranked industrial companies in the 
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larger countries have been active in the financial services area for 
many years. General Motors, which is the second largest me neeae 
lender in the United States, and General Electric, which is among the 
largest issuers of commercial spol are Bones by British Petroleum 
ane Maat which is often called "Toyota Bank" in Japan, and a host of 
other firms. 


In many senses, much of what we are currently debating in 
Canada has long been in place, most often among those Meet: 
whose world class corporations and whose economies are fhe example 
for aspiring or less successful nations. One of the common elements 
in these countries is that they encourage the development of a world 
class corporate fabric by permitting unlimited access to capital and 
by not restricting domestic ownership. 


| have endeavoured, Mr. Chairman, to limit my comments to 
only the main issues as | see them so that we may have time for 
discussion, if you wish. 


| earnestly pore we have the national will to concentrate 
efforts on creating a financial system that is both modern and 
complementary to developments in the rest of the world. | also hope 

that we recall that our financial institutions have generally served us 

Nee ate their reputation for fairness, prudence and stability is 
eserved. 


lf our financial institutions have one trait that is envied in 
other parts of the world, it is the confidence Igy have earned. 
Haney er confidence is a fragile asset which can be shattered even by 
perception. 


_ _ | hope that we exert every effort possible to modernize our 

financial system so that it can compete on the world. scale 
effectively, but | also hope we do not do anything to diminish the 
confidence in what is a fundamentally sound system. 


And now, Mr, Chairman, my colleagues and | would be pleased 
to entertain any questions. 


_ Mr Chairman: Thank you very much. Mr. McFadden has a 
question. 


Mr. McFadden: | wonder if | could ask about a couple of 
areas. The area of Tee has become quite the subject before 
our committee, and | think virtually every witness we have had has 
discussed this one way or the other. 


_ | can tell you that your submission this afternoon on that 
matter is pala Te opposed to a submission we received this 
morning from the Bankers‘ Association. The Bankers’ Association--| 
Can give you a brief quote from their submission. It says, "The recent 
history of insolvency in the financial sector can be attributed in many 
instances to self-dealing between the financial and non-financial 
interests of the company by a controlling shareholder." 
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It goes on and gives some examples. It mentions in the 
United States that 61 per cent of FDIC-insured commercial bank 
failures could be attributed to insider dealings, and then it goes on 
and also quotes from a submission that was made to the Commons 
Standing Committee, which stated that 86.9 per cent, of the loss 
provision of the Canada Development Insurance Corporation related to 
Institutions where material self-dealing was either alleged or 
demonstrated. 


Now, | know that that is considerably different to the point 
that you made, in which you attributed recent problems not to 
self-dealing but to bad management sail Can you in any way fit 
these two points together, or do you think that you are both coma at 
this from such a diametrically opposed area there is no way to sort of 
rationalize these two points of view? 


Mr. Lambert: No, | think there is a way to rationalize them. 
| do not think we are really coming at it from different points. | think 
some of their statistics are--| think the confusion probably comes 
from what is the meaning of "self-dealing." Self-dealing, of course, 
does not relate necessarily to any concentration, or necessarily to 
people in power. 


_| think it was just reported very recently in the press that 
the quality inside the banks in the United States now is eo ig a 
major concern. But if we take Canada, the two big losses were the 
banks, and in both of those cases self-dealing was Pelaee a part of it 
because, you know, wl people will do stupid things. But it was 
mainly bad management, and to their credit, perhaps it was also the 
unfortunate economic conditions that existed in the principal area 
that they were operating in. But to a large extent it was bad 
management. 


| think we are very much aware of the self-dealing that 
occurred in the trust companies here, and | was veny closely involved 
after the fact, assisting the Minister in some of the investigation. 
And certainly self-dealing occurred there, but | think the real story 
for us on that was that there had been no env test for the people 
that were allowed in. The een were known to be people who would 
likely be involved in self-dealing, and | think should never have 
been--would never have passed any sort of fitness test, had there 
been proper fitness tests. 


We have come out very SH in support that there should 
be fitness tests. There are for people going into the securities 
business and there are in a number of other industries, and we think 
there should be in the whole financial area. 


Mr. McFadden: How do you feel about the heels al 
was suggested fo us, I guess it was yesterday, that a trust company 
be barred from making he loans to a related company, however that 
relationship might come, through common shareholding or whatever, 
unless for example that particular loan was approved by the 
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mpg le Lambert. In answer to that, Mr. Chairman, and with your 
permission, | would like to ask Mr. Cunningham, just for the benefit of 
all of us, if he would just run through what are fhe prohibitions for a 
trust company and an insurance eae with respect to loans to any 
officers or shareholders. Have you got that information? 


Mr. Cunningham: Certainly. 


Mr. Chairman: If you wish to assume a chair opposite Mr. 
McFadden, Mr. Cunningham, that might be convenient. 


ae OTE: Cunningham: There are several different categories of 
rohibited loans and investments that have a related-party aspect 


hat el exist in both trust and insurance legislation in Ontario 
and federally. | will just go through those various different 
categories. 


First of all, loans to directors and officers in the present 
trust. companies legislation is prohibited. The second layer of 
prohibition is loans to substantial shareholders, and substantial 
SO es are defined as anyone who has a 10 per cent equity 
position. 


_The third level are investments in a corporation that is a 
substantial shareholder. Those themselves are prohibited. And the 
fourth category are investments in a corporation in which a 
substantial shareholder has a significant interest. 


| think it is best characterized by looking at it as a tree. If 
ea look up the tree--you start with the regulated institution. If you 
ook up the tree, any company above the regulated institution that has 
a 10 per cent equity investment on a look-through basis in that 
institution, there can be no dealings between that company and the 
regulated institution. That is the first aspect. 


You then look out on the branches of the tree, and if there is 
a 10 Bek cent equity ownership by any company up the tree that has 
the 10 per cent ownership, loans or investments in that company by 
the regulated institution is prohibited as well. 


_ And the third alot) is the one | just want to mention 
first, is the prohibition against loans or investments to directors or 
officers of the trust company. 


Mr. Lambert: Thank you. 


_ | think that was just some useful background to your 
question. 


Mr. Callahan: | have a supplementary on what we have just 
learned. YOu can accordin He structure your corporate entities to 
come within the framework of fhat ruling, can you not? 
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Mr. Lambert: No, | think it is on a look-through basis, Mr. 
Callahan. Certainly, we have not tried. But | am not aware that you 
could get around--we have fully Se this legislation, and 

W 


indeed, we could perhaps add one or two further suggestions to it to 
further strengthen it. 


But in the trust companies and in the life companies, we are 
not allowed to lend to directors, and the banks are. So there is less 
freedom with them. | think that is often not fully understood when 
people think on insider dealing. 


Now, if you eel about getting around them and the 
structures the way they did at Crown Trust, of course you can get 
around almost anything there if you want to take those sort of risks 
and | guess he is going to find out just how severe the risks were at 
some point. But in our group, in London Life and in roe Trust, that is 
Strictly followed, and indeed we do not even come close to being in 
conflict with any of that. 


_ To absolutely ban it all, as you have said was suggested to 
you, | think is unnecessary. It is sort of using a sledgehammer to get 
at something that can be done much more delicately. We are very — 
careful about any dealings with related parties, that they be done ona 
very open basis. In addition to that, as you have been told, we have 
set up our internal governance with our independent directors' 
committee, and anything and everything that is between Royal Trust 
or London Life and a major shareholder has to go to that committee 
before it can be completed. And that committee has been fully 
schooled on its responsibilities. It must be absolutely satisfied that 
these are done in an arm's-length way. 


So | just believe that to say there should be a complete ban 
is suggesting we do not have the ingenuity to do it in a better way, 
and | believe we do. 


_ Mr. McFadden: Certainly, as | would understand what you are 
suggesting, the regulations in place now seem to be adequate, as | 
understand what you are saying, to deal effectively with self-dealing. 
One question | have, though, is the responsibility of directors, the 
thing that has come out continuously here--and | fhink the events of 
recent years have clearly indicated that--that the directors have to 
be people of experience and integrity and character to very clearly 
protect financial: institutions. 


| One of the points that has been made to us in this whole 
debate has been the potential responsibility of directors ultimately 
to the depositors. Now, | know there are policy-holder directors in 
insurance companies. Today, under corporate law, directors are 
legally Aa reyes bas to their shareholders, not to the depositors 
except | think a good director would take seriously his social 
feshonsieUy, if nothing else, to. the depositors and to the long-term 
strength of the financial institution. 
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What is your reaction to. creating some form of a legal 
responsibility or framework in which directors would have some 
responsibility to depositors and the shareholders in the case of 
deposit-taking financial institutions? 


Mr. Lambert: It would be very positive, if there is any 
misunderstanding. If the directors are Tes Cneine to act prudently at 
all times, they are responsible for the health of the corporate body on 
which they serve. Their responsibility to the shareholders probably 
comes well below their responsibility to do nothing or permit nothin 
to be done which would injure that Corporate body. And if that is no 
clear--and | am not a lawyer but my understanding is that it should be 
clear to all directors that their first responsibility in a financial 
institution is to the depositors. | was weaned on banking and we 
were told morning, noon and night that you'd better always be sure 
that the depositors are protected. And that is why their 
responsibility is to see that we do not make bad loans, to the extent 
they. can, and we do not jeopardize the institution just to try to 
maximize profits. | 


So if you think that that does not come out clearly enough, | 
would be very positive in anything that reminded them of that, even to 
the extent Of saying their primary responsibility in a financial 
institution is to the depositors. 


Mr. McFadden: | think events of recent years indicate some 
directors may have been a bit confused as to their responsibilities. 


Mr. Lambert: | think | would have to accept that. 
Mr. McFadden: Thank you, Mr. Chairman. 


Mr. Chairman: Mr. Mackenzie, Mr. Haggerty and Dr. 
Stephenson. 


Mr. Mackenzie: | was just curious as to whether you have a 
percentage figure that you have some sympathy with in terms of 
ownership. 


Mr. Lambert: Well, this is a very difficult thing. | have 
worked with, over many years, widely held Corporations, and | have 
served on the boards of many and | think there certainly is a place and 
| have no problem with widely held companies. | 


_ On the matter of percentage COW OSES DID that might be 

permitted, | guess if it is going to be meaningful at ail, it has to be at 

a level where the major shareholder will believe that the benefit that 

he gets out of his ownership justifies the extra time and effort he 

puts into the attention he pays to the entity, and knowing that the 

ips mee shareholders are not putting thaf effort and they are still 
enefitting. 


__, In our own group, we believe that getting close to 50 per 
cent is important to us, because we do put a great deal of time and 
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attention to all of our entities, and | think it has shown_since we 
became major shareholders of London Life and Royal Trust and 
Wellington and some others. 


You know, because of Canada and its geographic size, most 
big corporations, the boards are drawn from across the country with 
wide geographic representation, and that is as it certainly should be. 
But that also means that it is a fairly loose association. They are not 
seeing each other on a regular basis, other than perhaps--or mostly 
other than at board meeting times. And therefore--| have worked 
with the board on the bank, and it was a very good board and a board 
of 40-plus at times, but from all parts of Canada, and there was not 
much leadership amongst the board as such. 


| think a major shareholder brings some leadership to the 
board. He A ora representatives of the major shareholder 
would be in the minority, but nevertheless if they sense something is 
going wrong, they would be the catalyst to start to take some action 
with the other directors. 


| think it is like a caucus. You have got to have some group 
that is really going to get things moving, and very often--| think we 
all Know of instances o eae: held corporations where change was 
clearly needed but it took quife a while for the board to really come 
to grips with it. And that is understandable because no one wants to 
really be the initiator of something pleasant, and we tend to often go 
aie wi these things; whereas a major shareholder is so much at 
risk himself that he is less inclined to go along with something that 
Is not right or that is unpleasant. And so he will be the catalyst to 
bring it to the attention of the whole board and, through the whole 
board, work for change. 


_ So | guess | feel it should be certainly a meaningful level, 
and | think meaningful is something close to 50 per cent. 


Mr. Chairman: Mr. Haggerty. 
Mr. Haggerty: Thank you, Mr. Chairman. 


_Mr. Lambert, you were talking about going public with your 
Corn ralgr and that, and | guess when you look at Edper holdings and 
that, and each one of them indicated to the committee here that it is 
a public company, in a sense to say. But | notice that each one of the 
perce nages owned by, you might Say, the private--or shareholders in 
his particular area control about 50 per cent or 51 per cent. So 
really when you look at it, there is less chance, | suppose--when you 
look at your company holdings and that, there is less chance of a 
takeover. Am | correct in that then? 


Mr. Lambert: Yes. | would say that thatis... 


. Mr. Haggerty: So you protect yourself very well in this 
particular area of your Corporation. 
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Mr. Lambert: Yes. That is fair. Thatis true. But may | just 
enlarge on that with some of the comments you made? 


- Sometimes it is overlooked that in a group as big as the 
whole Brascan group--we are just the Trilon group, but their 
ownership in Trilon, the Brascan, is about 40 per cent, but then Trilon 
in turn ony owns 50 per cent of Royal Trust. So when you carry that 
through, that 40 per cent_is reduced to 20 per cent of Royal Trust. 
But then {ee go back and Brascan has its public shareholdings that are 
outside the group. But actually when you get it right back to the 
Edper, the family as such, you are not talking there of 50 per cent; you 
are talking there of a much more modest shareholding. Did | answer 
your question? 


Mr. Haggerty: Yes, thank you. 


On page eight of your brief this afternoon, it says: "Royal 
Trust, by comparison, achieved in 1985 return on assets higher than 
any Canadian bank and second highest among North American banks 
and trust companies, and had the highest return on equity." 


_ We had the group of bank officials in this morning here, and 
they indicated that some place along the line, and maybe the 
committee members can help me on this--they were saying that the 
way that you present your reports in this particular area really does 
not show, perhaps, the areas of--| am beled at the insurance end of 
it and the pension funds that are there. You include that in there, 
wien the banks do not include in their financial statements, | guess 
it is. 


Mr. Lambert: Well, | was_a little nervous with this part in 
here about how high the earnings of Royal Trust were, that somebody 
might think we were gou Hick ut actually the reason for that good 
performance, and it is quite fair to say, is that we have had very, very 
modest provision for losses in both London Life and Royal Trust. 


But on your point about the presentation, there is confusion 
in people's minds about the actual assets which are owned, really, 
owned in the sense of them being fully responsible. They owe much 
against them but they are responsible. The owned assets--and in the 
case of Royal Trust, the owned assets are around ana billion to $12 
billion, But they also have another nearly $50 billion under 
administration. 


Well, under administration is something very different than 
SW TuNg, Some of it is discretionary. Some of it is not. The law sets 
out what i can invest in to a large extent for estates and that. | 
think, and | hope | am not wrong, but my understanding is that Royal 
Trust is very careful in not giving the impression in their annual 
reports or other publications or ads that--in not counting these 
assets under administration or ETA, estates, trusts and agencies, as 
part of their total funds. | think we are careful. 


| do not mean anybody else is--some are presenting it a 
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little differently, and | think it is perhaps to show the total amount 
they are responsible for, but there is confusion on that. | accept that 
some people become confused as to just what your resources are. But 
we are very clear in setting out that ours are the actual resources 
inal We really feel we own, and we own the assets and we owe the 
iabilities. 


Mr. Haggerty: Thank you. 
_ Miss Stephenson: Can | ask something related to the 
discretionary portion: ere is a different level of discretion for 


various types of assets which you are in fact managing. Can you give 
us some definition of the percentage of discretionary capability of 
the trust company in those categories? 


_ Mr. Lambert: Well, on Ee eans. Dr. Stephenson, we are 
managing--we do manage a lot of pension funds. The board of the 
eonpany would decide whether they wanted us to have full discretion 
or whether they wanted an investment committee of the board to 
work with us and approve any recommendations that we made. 


Miss Stephenson: Or even an outside... 


Mr. Lambert: And quite often--but then you are aay acting 
more as a custodian, but it is the same. Then you might have three or 
four outside consultants or advisors who were either given discretion 
or not. Usually, | would think outside advisors are given discretion. 


In estates, the will itself very often decides whether--if a 
man has his own company and dies, he has probably said how he wants ~ 
the ownership in that company dealt with, and you must abide Pi what 
he has requested. So there are many different types, and | would say, 
Oras. ola it would be considerably less than half on which you have 
ull discretion. 


Miss Stephenson: Does full discretion permit the 
interchangeability of those assets with assets totally held by the 
company? 

_ Mr. Lambert: That is a very good point. Only within what is 
ermittead under the British--under the act, the Canadian British 
nvestment Act, which really restricts these investments largely to 

companies that have been paying dividends over a reasonable period. 


Mr. Chairman: Mr. Haggerty. 


Mr. eee Yes. We were talking about corporate control 
and that, and | was looking at.the Reichmanns' empire and the Edper 
empire. | noticed that Trilon is mentioned in their Rag ete lene nas, 
Carena Eiopeyies and Cadillac Fairview. Is there any possibility that 
there may be a marriage down the road when you get two or three 


large corporations... 


Miss Stephenson: It is always possible. 
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Mr. H erty: | mean, we talk about conflict of interest in 
mergers and Takeovers. Is there any... 


Mr. Lambert: There is always a pose | think if we set 
out a philosophy, then there is always a chance that that philosophy 
will be Hcl We have said, in Trilon, that we are only going to be 
involved in financial services in financial type--that Is insurance and 
trust and other financial services. And so we would have to have a 
major change and | think take it to our shareholders before we could 
ever contemplate buying a hotel or a property development company or 
Cadillac Fairview. 


Mr. Haggerty: So the shareholders would have--is it under 
your constitution that they would have a voice and, say, that they 
would have a right to vote on an issue? 


Mr. Lambert: Yes. Each time we have issued securities we 
have sal is IS Our philosophy, and we would have to go back, and 
certainly we would regard it as a requirement that we seek 
shareholder approval an felt for departing from that philosophy, 
because it is avery clearly laid out philosophy. 


- Mr. Haggerty: Thank you. 


_ Mr Chairman: Now, Dr. Stephenson, you have a major 
question. | 


é Miss S28 2087 S00: We have heard today again that the 
Peery bulwark which Is exercised in Trilon and the companies 
related to Trilon against the damaging effects of what might be 
considered insider dealing or that kind of activity is indeed the 
fed aad of a significant number--even though there is a major 
shareholder, a. significant number of outside directors; and that fhe 
role of the outside directors is to obviously keep the company honest. 
Because one of their major activities is in fact a review or an audit 
of all transactions which might occur that were less than arm's 
length, by the financial institution involved. 


| believe that | heard that that audit is carried out before 
the transaction occurs, but | am not clear about that, because we 
heard = another remark which suggested to me that indeed it was an 
after-the-fact review that might. indeed reverse the decision which 
had been taken. But | would like to know whether the philosophy 
really is that it is a. before-the-fact review, and that if there is a 
decision, that this is inappropriate in terms of unfair dealing. 


Mr. Lambert: It is definitely before the fact. Absolutely 
before the fact. 


Miss Stephenson: In all of the companies? 


Mr. Lambert: In all of our companies. | can only really speak 
for us. Where these things happen, i would go to an investment | 
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eee ,and if they approved the transaction on the investment 
merits of it, if it was in with the related company before it could be 
done, it would go to the business conduct review committee and could 
not be done--it would end right there _if they turned it down. And they 
are absolutely free to turn it down. They have legal advice available 
to them and they have access to the auditors if they are in doubt 
about anything. 7 


40} yes | think--l am gag you cleared that point up because 
with us it is absolutely before, because trying to unwind something is 
very difficult and it puts too much pressure on the committee to say, 
we have done this; we hope you are going to go along with it. We have 
never done that. It has always been, are you erfectly comfortable? 
We would like to do this; are you perfectly comfortable? Because we 
think it is being done fair to both sides. 


_ Miss Stephenson: The philosophy obviously is based upon the 
erception that examination of those who are to be permitted to 


unction as principals within the financial institutions area, the 
preliminary examination to determine their fitness is an absolute 
requirement, and the function of dispassionate, uncommitted--well, 
they would have to be committed, but they cannot be in fact those 
who are involved on a day-to-day basis in the functioning of the 
eT HCE will ensure that there is sufficient protection 
for the public in terms of the function of financial institutions; and 
that we gay need not worry about regulations regarding the size of 
major shareholders, about Specific rules about the kind of dealin 

that can be carried on. by the financial institutions; tha 
regulation--deregulation is not what you are proposing. 
Re-regulation of a very limited sort is what you are proposing, but an 
increase in regulation you are certainly not proposing. 


Mr. Lambert: | think, Dr. Stephenson, what we feel is that a 
complete ban on all of these things is unnecessary if you have the 
self-governance. Well, you have specifically certainly things you 
must not do, which are sef out in the law. Those nines you cannot do. 
Then, in addition to that, if there are other things that are permitted 
under the law but which are with related parties, then those must be 
referred to an independent committee--a committee of the 
independent directors. And they are chosen from people who really 
have to be independent. ; 


You cannot, for example--if you had a lawyer on your board 
and that firm acted at any time for any of the HW shareholders, he 
would not be qualified to act on that committee. It must be someone 
who--well, he should not be on the board unless he was considered to 
have some experience. But they are chosen from the more senior 
people who have experience in business and would know when a thing 
is being done on a fair basis or not. 


You know, these transactions--| am always concerned about 
having to say that | do not agree with a complete ban, because | 
certainly do not agree yithany. self-dealing, and it almost makes it 
seem as if there were certain things you wanted to do. It is not that. 
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It is ee that to be told you cannot deal at all with people you know 
is, | think, carrying it too far. 


~ Miss Stephenson: | am aware that there is a difference. At 
least, | am becoming more aware that there is a difference in the role 
and responsibility, | guess, of financial institutions as industr 

institutions within our society as compared to other kinds o 

industries. And | think perhaps the financial institution area begins 
to have--or should beat to have the kind of philosophy which includes 
caveat emptor not af all; that indeed there should not be any real 
concern on the part of the consumer that anything shady is likely to 
take place. And therefore, | really begin to wonder whether you would 
not pursue as an area of economic activity in this province and this 
country, the direction that would ensure that the public understands 
that there are dispassionate and non-aligned directors within each 
company, by enlarging the scope of selection of your directors. 


| would remind you that in many areas which are of grave 
concern to individual consumers, there are relatively large numbers 
of non-professionals on the boards which in fact ensure that 
EES Logi behave properly within the delivery of their service. 
hen | hear you and everybody else who comes here say, ancy have to 
be businessmen"--and that is not_necessarily used generically in that 
form either, | can tell you--that "They have to be businessmen who 
have had experience"--there are a lot of civilians, | have to tell you, 
who learn rapidly and who might in fact just add something, not only 
from your point of view in terms of value, but from the public 
perception of the eg, and | mean the moral integrity of your 
institutions, and not just the financial integrity. And | wonder why 
that is not considered a little more frequently than it appears to be. 


. _Mr. Lambert: | think it is considered, Dr. Stephenson. Itisa 
valid point, but T think we also take into account the extremely, | 
believe, heavy responsibilities attached to being a director now, and... 


; Miss Stephenson: But what | am trying to say to you is that 
| believe there are people who are not necessarily active in business 
right at this point, who might have the time and the commitment to 


be the kinds of directors that you want but who are not necessarily 
considered. 


Mr. Lambert: We have not done a very good job of that, but 
we are reaching out a bit. We have recently, at both London Life and 
Royal Trust, put on people | think who would qualify with your 
description, people with good common sense but not... 


Miss Stephenson: But not necessarily in the area of high 
finance. 


Mr. Lambert: Not necessarily having been in a major--in an 
corporation, really. So we are reaching out 5 bit, but we have a iong 
way to go. | accept that. 


Miss Stephenson: Because | get tired of reading the same 
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names every year on the list of Canadian directors. ghey do not 
change unless somebody dies, and then you very reluctantly sort of 
reach into a little pocket Somewhere and pull outa name which Is all 
too familiar to everybody. And David keeps telling me that it takes 
real expert knowledge and experience and the ability to read a 
financial statement... 


Mr. Callahan: Are you putting a hook in for a directorship, 
Bette? 


Miss Stephenson: No, | am not. | would just them to 
remember tha per cent of the population of the Province of 
Ontario is not necessarily a group that should be ignored... 


Interjection: Here, here. 


Miss Stephenson: . .nor is the group of those who have not 
had, perhaps, chase experience within the business community but 
who do have the kind of philosophical background and intelligence 
which would help them to be of advantage to your industry. 


Mr. Haggerty: It is like a closed shop. 


Mr. Lambert: | think it is less of a closed shop than it used 
to be, but it has got quite a way to go. E 


Mr. Chairman: Mr. Foulds. | am sure you are prepared to 
follow up on that. 


Miss Stephenson: My concern is that if indeed we are not 
going to produce regulations, we have to have something to depend 
upon, and | am not sure that we can depend upon what has been 
traditionally in place. | guess that is what | am really trying to say, 
and maybe there are some new directions that need to be pursued in 
Orne to build public confidence in a way which will be of assistance 
O you. 


Mr. Lambert: This is not in any sense self-seeking, but | 
think very ojten yOu go through an exercise such as this and wonder 


just what--whether it is--how meaningful it is. | am absolutely 
persuaded that Souio less things out in. the open and having 
discussions such as this is very important in the meine of our 
whole society, and Seales things done better. There is a Jot to be 
learned yet. So | think what we are going through in the financial 
services--through the different appearances that we have had, in 
Ottawa and here, | think we have learned a lot and | hope it has been 
for the better. | believe it has. 


Miss Stephenson: Good. Well, we have learned a lot as well. 
Thank-you. 


Mr. Chairman: We still are. 
Miss Stephenson: And we keep on learning constantly, | 
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hope. 
Mr. Chairman: Mr. Foulds and then Mr. Callahan. 
: Mr. Foulds: Thank you, Mr. Chairman. 


| have a couple of questions. How many directors are there 
in Trilon? About 20, if | understand? 


Mr. Lambert: Fourteen. 
Mr. Foulds: How many are outside directors? 


Mr. Lambert: Outside of the Brascan group do you mean, the 
major shareholder? We have had several major--the reason | ask, the 
Brascan group have about 40 per cent, and then we have one or two 
other important shareholders. If you are talking about how many are 
outside the Brascan family as such, | think there are six that--six 
Brascan, and so there would be eight others. 


Mr. Foulds: And who would constitute the review committee 
then, that you nave established? 


Mr. Lambert: Trilon is really a holding company, we try 
to--for cosmetic reasons. We do some other things, but it does not 


have one because it is a non-regulated company and there have not 
been really any transactions that Trilon would take that would qualify 
in this. But all of our other companies... 


Mr. Foulds: It would be companies like Wellington Insurance. 


Mr. Lambert: Well, Wellington is still so new we-have not 
actually set it up there yet. But at Lonvest and London Life and Royal 
US ee are the regulated companies, we do have these 
committees. 


Mr. Foulds: The review commitees. 
Mr. Lambert: Yes. 


Mr. Foulds: Can you give me a rough idea of the proportion of 
directors and outside directors, and therefore review committees, in 
each of those companies? 


Mr. ee Yes. At Royal Trust, about a third could be 
regarded as somewnat related to the major shareholders. That would 
include O&Y and that, and the other two-thirds are completely 
outside. At London Life--as you know, with a life insurance company, 
the policy-holders are required to have one-third, and in_addition fo 
that the non-Brascan would bring that third up to, | think, 50 per cent. 
So we would--London Life is about half inside and half outside. 


Mr. Foulds: Could you help me with one other thing? 
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Mr. Chairman: | would not mind asking a supplementary, if | 
could, to that question. 


~ Mr. Foulds: Go ahead. 


Mr. Chairman: When you talk about 40 per cent of the 
directors are outside of the Brascan conglomerate, that would be the 
pes ane Mons conglomerate plus the Toronto Dominion Bank. Is 

at correct‘ 


Mr. Lambert: You are talking about on Trilon or London Life? 
Mr. Chairman Well, Trilon. Let us start with Trilon. 


Mr. Lambert: Let us start with Trilon. Well, O&Y have two, 
the bank has one. Mr. Hawkrigg reminds me that of the 14, 4 are 
related to other principal shareholders. Then there is two others--so 
there is two. our are not related at all to the major shareholders 
and the other ten are, but that includes representatives from O&Y and 
the bank, and the Jeffrey family. 


Mr. Foulds: Thank you. 


| was just curious. | was going through some of the 
background information provided to the committee by our research 
people on Trilon, and in the Blue Book of Canadian Business, 1985, it 
indicates that Brascan Limited held 29.4 per cent of Trilon, and then 
you used the figure about 40 per cent, and in another article that was 
rom the Financial Post, it indicated 46 per cent. Has there been an 
acquisition of shares over the last year by Brascan? 


Mr. Lambert: | do not know just what the date of the Blue 
Book was, but that would probably be at the end of 1984? 


Mr. Foulds: Eighty-five. 


Mr. Lambert: It is. 
Mr. Foulds: It says, the Blue Book of Canadian Business, 


1985. 


Mr. Lambert: | think when | used the figure of 40 per cent, | 
was incluaing It all, up to.a recent date anyway. It may be one or two 
percentage points up since then because fhere has been a little 


movement, but that includes it wherever it is in order not to 
understate it. ) 


Sometimes these things are held in different companies but 
all Batt of the group. But the figure of 40 per cent would be--roughl 
just over 40 per cent would be all of their Ue whereas the 2 
per cent would perhaps have only been directly in the Brascan 
company itself. 


Mr. Foulds: Okay. It was the Financial Times, March 31st, 
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1986, that indicated 46 per cent owned by Brascan. 
Mr. Lambert: The Financial Times? Well... 
Mr. Foulds: Is that a fairly reliable source? 


f Mr. Lambert: We sometimes wonder where they get their 
igures. 


Mr. Foulds: It seems to me if there has been a genuine 17 
per cent increase, then it seems to me there has been an accumulation 
and a concentration of... 


Mr. Lambert: | would suggest that there has not been that, 
because fhere are warrants and things out and if you take it on a fully 
diluted basis, you ce some distortions there too. But no, | would say 
that from the end of 1985 to now, there has not been over 50 per cent 
increase in their holdings. Absolutely not. 


Mr. Foulds: Okay. 


_ Mr. Lambert: There have been minor additions but not 
anything of that size. 


Mr. Foulds: So you still put the figure at roughly 40 per cent. 


Mr. Lambert: A little over 40 per cent is the figure that | 
would... 


Mr. Foulds: | had one or two minor questions on the 
prereniaten itself. You give the committee a dilemma. _! mean, the 
anking industry says very clearly there should only be 10 per cent by 
any major shareholder. Your side of the financial world argues 50 Pe 
cent at least. In true political fashion, is there any compromise that 
(a) et ah live with, and (b) you see as being workable and 
reasonable’ 


Mr. Lambert: Could | just take a moment to go back a little? 


_ .. In the history of_trust_ companies, they nearly all had a 
significant. shareholder. _The Bank of Montreal had a significant 
shareholding in Royal Trust, the Royal in Montreal Trust, the 
Commerce in National Trust, the Toronto Dominion in Canada 
Permanent and Toronto General Trust. And so the history of the trust 
company industry is that they had an important financial backer, and 
that went on until the government decided that banks--there should 
not be interlocking boards of directors with trust Companies and 
banks, ane the banks must, over time, sell down their holdings to 10 
per cent. 


hs _ Well, that. industry had come through, all its life really, 
living with a Wels financial shareholder, and it is not Surprising that 
sort of out of that has come a degree of dependence again ona major 
financial shareholder. 
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So | think to draw a comparison with the banks is--I can 
reece them doing it because | was probably doing it when | was 
ere. But... 


Mr. Foulds: Can you explain your change of heart then? 


Mr. Lambert: It is age! 
Mr. Foulds: And maturity, obviously. 


Mr. oe | hope! But the banks really did seek--| was 
there and know that we welcomed, it was_not imposed on us, we 
welcomed this 10 per cent. No one had even 2 per cent of a bank. 


| And the banks have such a high profile that | think they are, 
by and large, well managed and perform very well, because they are so 
much in eda domain. The Steers compare them one with the 
other. But if you take some of the other financial institutions--if you 
take the life insurance companies, | do_not think that any of us reall 
could rate them on their performance. They just do not have that hig 
a profile, and to a large extent, until there became major shareholding 
in Canada Trust and the Royal Trust, very few people really knew how 
they were doing. And they were not doing very well, really, but not 
many people knew that. } 


Now | think these companies have a much higher profile, and 
| think having that Ley, profile has ae pressure, if that ts the right 
word, on management to perform. It has certainly made them more 
performance-oriented. 


Mr. Foulds: Just one other question... 


Mr. Lamon So | guess the answer to your question is, | 
think you are mixing two things that should not be mixed when you are 
talking about what percentage is A edhe for the banks, which | 
believe the 10 per cent is a good thing and so do they, but | do not 
think it is a good thing now for the trust companies because to bring 
about. that Eenee would be very, very unsettling for the whole 

| 


financial community in Canada. 
Mr. Foulds: There would have to be a fair amount of 


divestiture. 


Mr. Lambert: Even over time. The problem is that, you know, 
if you know. you are going to die of cancer in 10 years, you are 
Starting to die today. And that is what would happen. They would 
Start to die the day that came in. They might not be dead for 10 
years, but it is not much of a life. 


Mr. Foulds: Well, | cannot find it but there is a quote in one 
of our--oh, here it is. Mr. Hawkrigg is quoted as saying that oe 


Mr. Lambert: We think he is quite reliable. 
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. Mr. Foulds: That is why | wanted to quote it to you! "| 
believe we are on the threshold of a period of major opportunity 
where prosperity can come to those solid and nimble corporations, 
their partners and associations, who are prepared to respond 
creatively to discriminating consumer needs." 


As | read through that--this is just.a mischievous quirk in 
my own mental processes--| was reminded of the original 
"Rainmaker," not Keith Davey but the character in William Inge's play. 
Ne Swale tals of words is quite marvellous and dynamic, but what 

oes it mean‘ 


Mr. Hawkrigg: | think what it--and | still believe in that 

uote, so obviously if was a good quote. Maybe the words in there 
that are giving you a concern is "nimble," and the interpretation of 
"nimble," and. las the interpretation in my mind is being able to 
react fairly quickly to consumer needs. 


In other words, you are not so large and muscled--because | 
think | am talking in there about size. In other words, you need size 
and you need muscle but you cannot be musclebound, because | 
think--Dr. Stephenson, of course, would know what it means when 
you are musclebound: you cannot react quickly. Nimble in that sense 
means being able to react to consumer needs as the needs are there, 
and not having to take a long time to do it. 


Mr. noe He is probably drawing on his experience as a 
quarterback! Survival. ; ; : i 


Mr. Hawkrigg: But that was the interpretation... 


Mr, Rates As | have a 12-year-old son who has fulfilled 
the same position, | can understand that. 


Mr. Hawkrigg: | wish him luck. 


Mr. Foulds: What are the consumer needs that_Trilon 
Corporation has seen as being there that are not being provided? 


Mr. Hawkrigg: That are not being provided? 
Mr. Foulds: That are not being provided. 

Mr. Hawkrigg: | do not think there is any of the financial 
services that Our group companies individually are offering that are 
unique from what !s already in the marketplace. | think we would like 
to think. that our companies will be offering them at a very 
competitive price and an improvement possibly in the quality, and 


maybe broadening the scope of the service thaf is available there. | 
do not think there Is anything... 


Mr. Lambert: Well, some of our mortgage lending, we have 
led the way. ers have started to follow: And [| think on 
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convenience of hours, we are open longer hours. And just being able 
to double on on your mortgage, that sort of thing, which was quite 
important when interest rates were high, to be able to pay back more 
quickly than in the contract. 


Mr. Foulds: Okay. Thanks. | have taken enough of the time. 
Mr. Chairman: Mr. Callahan. 


Mr. Callahan: Just as you were talking here, | was thumbing 
through the book, “Controlling Interest," and just for the benefit of my 
friends, | noticed that Jimmy Patterson, who is--they call him 
"Canada's one of conglomerates." And just for the benefit of my 
colleagues, at the bottom of page 90, it says that "Jimmy Patterson 
was a dyed-in-the-wool socialist while Dave Barrett was a free 
enterpriser. The tables were reversed when Barrett became leader of 
the NDP and eventually his Premier, and Patterson became a 
tae Social Credit person." So | guess there are conversions on 
the road to Damascus. 


But paying said that, the question | wanted to ask--the 
concern | had and the question | asked this morning was that the 
comments we have had on cross-ownership, do they solve the entire 
issue? Because if you have interlocking directorships, clearly the 
same problem exists in that you have people on the trust company's. 
board of directors who also are directors or PeniaRs even 
shareholders of another corporation. Do you not have the same 
difficulty as cross-ownership? And that is why | kind of like--| 
looked at your brief and | kind of liked the idea of the committees 
developed inside the corporation to look at these issues, but | 
wondered if you would like to coment on that. 


_ Mr. Lambert: Well, we STE) should not represent that 
there is any periect way where we are noi going to have problems. | 
think you need a combination of. things without going to an extreme, 
because | do not care how--if we went to an extreme, if we 
completely banned all self-dealing, you would still find there was 
self-dealing because you could not police it SUBD So | think it 
is really Combining a good regulatory system with some good 
selection of the people who come into the industry, along with some 
self-governance and very, very strict and clear responsibilities that 
directors understand they have. | am great for the directors knowing 
that they havea id real responsibility. Oey oo paid for it and they 
should accept it, and they should make sure that they are carrying out 
prudently the responsibilities that are assigned to them. 


Mr. Callahan: Of course, if government has any role to pla 
it is one as a matter of public policy i ut into play mechanisms tha 


will not unduly interfere with business being carried on in a free and 
open fashion, but to protect those of the public who might be injured 
by those Seong who might not take that responsibility as seriously 
aS you put it. 


The second concern | have is the question that has already 
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been raised: if the obligation of a director, his first obligation is to 
the shareholder, which is understandable in a commercial operation, 
apart from the financial operation, how does one justify that with a 
SME operation? Clearly, that is a very deliberate conflict of 
interest. 


Mr. Lambert: | do not think his first responsibility is to the 
shareholders, any more than the management's responsibility is to the 
shareholders. 


Their first responsibility in the financial institution is to 
the depositors. Whether that is set out in law or not, | do not know. 
But in practice | think if you asked the head of any bank or any trust 
company, he would tell you meeting the clearing each morning was his 
responsibility, and keeping the company solvent was his major 
responsibility. And that is not in conflict, of course, with the 
shareholders’ interest. But it really is to the depositor, as it should 
be, and if that is not spelled out clearly enough then | hope you would 
perhaps care to make it more clear. 


Mr. Callahan: Just one final item is the--and | think you 
have touched on it, and it is one that, | suppose, we in the legislature 
are very aware of: the question of not only actual conflict or actual 
fact, but perception, particularly in the field of financial 
institutions, since they require both of those aspects to be up front 
with the public. Do you see the way you do it now as being sufficient 
to create that image for the public? | might carry thatone... 


Mr. Lambert: | think it takes a little bit of time. 


Mr. Callahan: | might carry that one step further. Let us sa 
that one of your companies that were involved in this corporate 
arrangement were to start to look a little weak, and the public 
peteenon as a result of the press or even as a result of the facts 
hat might be made known to the public, that they caused arunona 
trust company because they felt that that subsidiary or whatever was 
in trouble. How would you deal with that? 


Mr. Lambert: Really, it is not a problem. | would like to 
share with you--I know this is a public hearing but this is a fact. 
With the Continental Bank, when they were having great troubles, the 
shareholders--the major shareholder never once suggested that Royal 
Trust or London Life or any of us should put any of our depositors’ 
funds--expose them to Continental. And we did not. Anything that 
was there was treated in the normal sense, but there was never any 
follow-up once it was clear that they were into the Bank of Canada 
and were having opera sa Indeed, the melos shareholders stayed 
with that bank, and | guess you may know that today it was announced 
that it has been taken over by Lloyd's Bank. 


That is the concern that | think the press has built up, and 
perhaps some of our competitors have built up. Not perhaps; some of 
Our compare have alluded to--that we would come to the aid of 
one of the companies in there. But it does not work that way. It 
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cannot work that way. There is not any way in which Mel and 
Gordon--and | am Chairman, but Mel is the CEO--there is not any way 
they are going to put their company _in any jeopardy because of 
somebody else. That is their problem. They Nave to find their way out 
of it. And this is the way it must operate. It would not be prudent if 
you exposed yourself. 


Mr. Callahan: Thank you. 


_Mr. Chairman: | have one question. | have a quote here from 
the President of Royal Lepage, William Dimma, quoted as saying: "We 
can refer insurance business to London Life and mortgage business to 
Oye gusts We would hope that they would refer real estate 

usiness to us." 


| understand as well that Trilon has a share incentive 
progian for employees that refer business back and forth to various 
rilon companies, and in fact there are shared computer services and 
so forth, And yet your submission to us, and incorporating the 
Submission you gave to the federal committee--it indicates that you 
fully agree with a prohibition on tied selling. Are you not practicing 
it’ 


Mr. a No, we are not, Mr. Chairman. It is a strict 
Ree, There Cannot be any pressure brought. It is only a referral 
asis. 


As an example, in Lepage, when working with Royal Trust, 
they were given certain promises that they could approve a mortgage 
on a house that was up for sale within certain limits, and the rate and 
everything else was known. So when they were making the sale, the 
could say to the prospective buyer, | can get you a mortgage at suc 
and such a rate and then such and such an amount. So he knew--and 
recently houses have been selling very fast, and unless you moved 
fairly Mes when you saw one you really wanted, you would 
probably miss out. 


But those are sort of synergies that we worked on, but there 
is not any way that that agent would or is required to say, you must 
take it with Royal Trust. And about 40 per cent of them normally do 
take it, because it is a cites service, but the other 60 per cent are 
free to either not mortgage or take it where they want. And 
throughout it all--] think | will ask Mr. Hawkrigg just to enlarge a bit 
because he has been really in charge of the synergy side of the 
cross-dealing. 


Mr. Hawkrigg: Thank you, Al. 


Mr. Chairman, just to clarify. Tied selling is much different 
from networking, and networking or fhe referral type program is what 
we are talking about. Tied selling would be an example where you 
could not get that marigage from the Royal Trust Company unless you 
sold your home through Royal Lepage. In other words, a condition on 
one product or service that is tied into being able to have yourself 
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The networking or the referral program is obviously a very 
strong reason for Trilon's existence. _In other words, we have 
investments in very major and strong financial service companies 
who have their own distribution networks and their own EIEN te of 
course, and the program that we have going is we aye attempting to 
encourage each of those companies to work with the sister companies 
to their mutual advantage--and | think the term "mutual" is very 
important in this context--in using and accessing the other 
companies' distribution networks. That is the thrust and the future of 
many of the financial services, not only in Canada but internationally. 


In order to encourage the networking or the referral 
program, and also to give the family feeling to our 20,000-odd 
employees in our Trilon group of companies, we thought a very 
appropriate incentive would be in the form of Trilon shares, and it is 
encouraging equity ownership amongst our Cree a: if nothing else, 
but also it gives them that family feeling. e have been very 
successful in that program, and you also are able to get Trilon shares 
if you personally use other Trilon gene SOD ae products. In the 
last 15 months, | plese $500,000 worth of Trilon shares have been 
earned on behalf of our employee group. It has been a well received 
program. Our employees are quite excited about it, and... 


Mr. Chairman: So in other words, a lot of networking is 
going on. So you must be making it--and employees must be making 
li very attractive to customers. 


Mr. Hawkrigg: Yes. 


Mr. Chairman. And you are edly that it is all right because 
the customer, if he were foolish enough, Could still use one of your 


services without going to the other. 


Mr. Pewee: Absolutely. But we would hope that our 
people are good enough salespeople... 


' Mr. Lambert: | think it goes beyond that, He knows--the 
know clearly that they do not have to. It 13 just being offered as a f 
service. 


_ Mr.Ashe: Mr. Chairman, can | clarify just one item? You 
mentioned that employees earn shares. Do they earn them free? Do 
they earn an option to buy at a reduced price, or do they just earn an 
option to buy at close to market? 


Mr. Hawkrigg: They earn a dollar amount that is credited 
Into an account on their behalf, and the funds that are in that personal 
account of theirs are then used to buy and acquire Trilon shares at the 
market value at that time. | 


Mr. Ashe: Okay. So they are acquired at market--Treasu 
shares or on the aancaiae y q ry 
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_ Mr Hawkrigg: At the market. 
~ Mr. Ashe: No, but from the market? 


Mr. Hawkrigg: From the market. 


Mr. Ashe: Okay. There is a little difference there. So there 
is a dollar value attached to each service, if you will, that they sell 
that goes into their little bank account, if you will, but that bank 
account must be used for equity. 


Mr. Hawkrigg: That is right. 
Mr. Ashe: Thank you. 


Mr. Chairman: Thank you very much. As | am sure a lot of 

peer have noticed, I have let you go over for a half an hour and ten 

ecause we were really interested in your perspective on things and 
you have been very helpful to us. 


Mr. Lambert: Thank you, Mr. Chairman and members of the 
committee. We have enjoyed being with you. Good luck. 


(jr Chairman. | want to thank the Trust Companies’ 
Association too for waiting this long. 


Members of the committee will have received on the 22nd of 
September the brief from the Trust Companies' Association. We 
appreciate Home providing it to us ahead of time. Perhaps if you, Mr. 
Potter, could lead us through your submission, we usually find that of 
grea assistance. You do not have to know how to read to get into 
politics! 2 


Mr. Foulds: On the other hand, | want to get it clearly on the 
record it is not an impediment. f 


Mr. as Thank you: very much, Mr. Chairman and ladies 
and gentlemen. | would like to introduce myself first: William Bill 
Potter, President of the Trust Companies’ Association, and on my left, 
my colleague Mr. William J. Inwood--Bill Inwood--Senior 
Vice-President and General Counsel, and Secretary of Royal Trust, and 
also he is Chairman of the Association's legislative committee. 


We are pleased to appear before you this afternoon. | | 
oe rather than read our complete brief, which | think you have 
had for the last week or so, | thought probably in the element of time 
| would just hit some high points and other pertinent factors, and 
then of Course on the questions you can either refer to this or my 
opening statement. And | understand that the clerk has been given 
sufficient copies of this opening statement. 


Mr. Chairman: Excellent. 
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Mr. Potter: As we said in our brief, our association believes 
that any discussion of corporate concentration must address the 
following basic issues: what is the level of concentration in the 
particular industry pein discussed? Does the concentration that 
exists threaten the public interest or the interest of the consuming 
public? What factors have been instrumental in allowing any 
observed conceniration to emerge and persist? And are there grounds 
for government action, and if so, what remedies are likely to be most 
effective in assuring the concentration does not pose threats in these 
areas in the future’ 


We do not believe that corporate concentration is currently 
a problem in the financial services industry. Indeed, we are convinced 
that the ownership and structural changes which have occurred over 
the past few years have acted to strengthen individual firms, 
increase the Stability. of the industry and enhance effective 
competition to the benefit of the consuming public. 


And if | could stop here for just a minute, | think in this last 
week or SO many examples have come up on the innovative marketing 
that the trust industry is giving competition to the banks, giving the 
consumer a wider choice and so forth. 


The belief that such consolidation and reorganization as has 
occurred in the financial service industry can be beneficial to the 
economy has been ules by the recent study by the Economic 
Council of Canada. The authors of this study concluded that, and | 

uote: "Corporate mergers may be better for the economy than hereto 
thought. Instead of reducing competition they can also enhance it, 
either by enabling new competitors to enter markets. where 
competition might be lacking, or by committing small firms to 
rationalize production and become more competitive." 


Now, while this study examined the manufacturing sector, 
we are of the view and fully convinced that the conclusions are 
equally applicable to the financial services industry. Most 
importantly, we believe that potential future concerns over 
concentration can be eliminated now by taking action to ensure that 
the various market sectors served by the financial institutions are 
open to new entrants and to the discipline of market forces and 
competition. This suggests that barriers to entry into the various 
market segments comprising the financial service industry should be 
removed or substantially reduced in order to allow the greatest 
possible number of financially sound and qualified firms to compete 
actively. In this regard, the committee may wish to consider the 
qualifications and capabilities of those who enter the financial 
markets as more important than possible risks posed by 
concentration. And ladies and gentlemen, Mr. Chairman, this is one 
point | would like to emphasize. 


The industry fully supports the federal Bill 103, and if you 
will remember, this died on the Order Paper and it will be coming up 
this fall, | understand, from the Minister of Finance. Now, some of 
the highlights of this bill emphasize the character and fitness tests 
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for directors, officers and senior executives of trust companies, and 
ou eel as and the industry fully supported that, and we think 
is is basic. 


The Bank of England has character and fitness. The Federal 
Reserve Board in New York and the Federal Reserve in the United 
States all have character and fitness tests. In Canada, for many years 
we have not had these character and fitness tests, and with character 
and fitness tests it means that peers that either are directors, 
senior management and so forth really are well regarded by their 
peers. And _| think this is very important and this EE HIER 
cornerstone in Pete not only the financial service industry but 
any industry; | think it is most important, and we have fully supported 

iS. 


_And further, we believe in strong regulatory control. We 
believe in strong corporate governance, well qualified independent 
directors and the fact that each company should have a separate audit 
committee, an investment committee and a business conduct 
committee. The Royal, for example, | think they call it the business 
conduct review committee. Whether you call it that or a business 
conduct committee, we firmly are anchored to that concept, so that 
they can review possible conflicts of interest. And further, we 
believe in full disclosure to the BUEIC; and by that we mean through 
annual statements, quarterly statements and so forth. 


At the outset, | cited four issues we raised in our brief as 
basic to any discussion of corporate concentration. One, what is the 
level of concentration in the particular industry under discussion? 
And our reply to that is, we conclude there is some degree of 
concentration in the financial service industry, but we do not feel 
that this concentration in itself should be of major cencern to 
policy-makers. What should be of. concern are the effects of this 
observed concentration on competition, market efficiency and the 
interests of the consuming public. 


With regard to these issues, we do not believe that a 
problem exists. However, we do believe that improvements to the 
Situation could be achieved by alterations in current public policies in 
order to reduce these barriers to entry and to increase the ability of 
individual institutions to compete in the marketplace. What we are 
saying there is there should be an ease of entrance, as long as they fit 
in with the qualification that we stated. Let's have more competition. 
The companies that are already in it are prepared to do it, and 
probably in the long run, it is to the benefit of the consumer. 


Two, does the concentration that exists threaten the public 
interest or the interests of the consuming public? Our answer to the 
question is, not at this time. We have seen no evidence that the 
ownership or structural changes which have occurred over the past 
few years pose threats to the public or to the level of competition. 
Indeed, we believe these changes have improved the situation. 


Further improvement could be achieved by making 
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long-advocated and awaited changes and legislative. and regulatory 
reform or systems which would enhance the abilities of financial 
institutions to diversify their assets and liabilities, and to expand 
the range of services which they can offer the public. And when | say 
services, itis services or products. In fact, | ie will remember on 
this, the RSP started--many PEC le just sort of thought it was a new 
roduct on hand lately, but it has been on the marketplace since 1957. 
3 ut eae few people back in 1957, unless they_had a very skilled 
financial advisor, even knew what an RSP was. But it is lately, since 
the advertising, the competition, and now of course it is in the 
billions of dollars, and in the long run, when they are converted either 
to risks or annuities they are going to make a tremendous change to 
the lifestyle of many Canadians and certainly enhance their senior 
years of pensions and so forth. 


Three, what factors have been instrumental in allowing any 
observed concentration to emerge and persist? We believe that the 
answer to this question is clear: existing levels of concentration in 
the various sectors of the financial service industry have resulted 
largely from past legislative or regulatory policies. These have 
established barriers which have stifled competition by preventing 
qualified and capable financial institutions from expanding the 
services which they can offer to the consuming public, and by 
preventing new firms from entering the market. Furthermore, 

overnments in the past consciously promoted concentration in the 

anking industry through poles which actively encouraged bank 
mergers, made the formation of new banks Skee Rune difficult, 
and, prior to 1980, prevented the entry of non-Canadian banks into the 
marketplace. And of course, since then you have had the Schedule B 
banks, which | know you are fully aware Of. 


Four, are there grounds for government action, and if so, 
what remedies are likely to be most effective in assuring that the 
concentration does not pose a threat in these areas in the future? 
The answer to the final leet is also clear and unequivocal. 
Government actions are indeed needed, but_they should not take the 
form of additional restrictions or barriers. Rather, they should take 
the form Pietee to the existing legislation and regulatory 
systems designed to increase the operational flexibility of financial 
institutions in each of the four pillars, and to reduce the existing 
barriers to entering competition. 


What. is not needed are further regulatory impediments that 
would constrain investment in the financial services industry and 
hamstring the ability of institutions to adapt and adopt to changin 
market conditions and demands. This should not be viewed as a ca 
for deregulation. It is a call for rational re-regulation, pee late? to 
place greater emphasis on market force and, at the same time, to 

rovide measures which will ensure sound, fair and honest business 

ehaviour. We firmly believe that accountability is most important. 
When a company has one or more major shareholders, management has 
another layer, you might say, of internal regulatory control, and that 
is accountable to a major shareholder or shareholders as well as to 
the strong body of outside directors. 
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oe Trust in their appearance before this committee made 
some very strong points regarding major shareholders, and we fully 
Support-the points that they made. . Major shareholders can pievide 
important equity capital, which is the engine of growth and 
ultimately of competition. The financial support. of ee 
shareholders can also backstop a financial institution in troubled 
times and thereby protect the interests of depositors and 
shareholders. A fundamental value that a major shareholder can bring 
to the financial institution is leadership to management, both in 
terms of direction, succession and ensuring management's overall 
accountability. 


And_| believe--I think it was Mr. Eaton, when he appeared 
before you, cited the Royal Trust in past years and the Royal Trust 
now, the return in Sanys the great progress that has been made, the 
difference in profits and products, and | think he even mentioned the 
morale in the company. And the Royal Trust of, say, five or six years 
ago, even though it is a company that has been in business since | 
believe 1898, is far superior today on performance, and part of this is 
because of the management, the new management that the major 
Sena agt put in place, and the difference obviously has been night 
and day. 


An emphasis on the number and the role of independent 
directors on the board of directors, accumulating voting rules for the 
election of directors to facilitate minority shareholders’ 
representation. And again, this was mentioned just with our 
last--with Mr. Lambert and Mr. Hawkrigg: entry of Bathcineian b 
senior management to ensure mutuality of interest with all 
shareholders. 


_ Mr. Hal Jackman, President of E-L Financial Corporation, 
also pointed out in his appearance before this committee that in the 
U.S. and other western countries, a strong shareholder presence has 
always been encouraged as an added piecton for depositors, as a 
means to ensure management accountability. 


Canada has a strong and tee sophisticated financial 
system for such a small country. It has withstood the test.of time 
for over 150 years. _ There are more things right in our financial 
system than wrong. These are the elements that should be nurtured, 
not discarded. The financial services industry and the trust industry 
in particular have weathered two world wars, a deep depression, 
several recessions--the latter one in the last few years--and with 
few exceptions has weathered them well. 


There have been numerous studies and hearings both at the 
federal and provincial level, and most of them unfortunately have 
focused more on attacking the system than identifying the strengths. 
In fact, | would go so far as to say that the financial services 
industry has been studied to death. And | can tell you, Mr. Chairman 
that certainly in the last 12 years | must have appeared in front of 
maybe 20 or 25 committees, going back to the select committee in 
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1974 and 1975 in Ontario. | have been through the Senate, the 
federal--| have been through at least 15 or 20 Finance Ministers, | do 
not know how many changes of government. In fact, in this last week 
or so | kept pulling out one after another--reviewing comments on 
concentration, conilict of interest and so forth, and really when | 
come down to it it seems that we just, keep attacking this where we 
should be moving cn a very, very positive sense. And | will refer to 
that a little later. 


Mr. Chairman: Surely more federal than provincial. 
Mr. Potter: Yes, you are absolutely right. 


Mr. Foulds: The Select Committee on Company Law was in 
fact an Ontario committee. 


Mr. Potter: In fact, | can say in a very positive sense | 
remember Mr. Renwick, who | think was In the 1974-75--probably one 
of the most knowledgeable legislators | have ever met. In fact, it 
was always a pleasure to even spend hours before hi because the 
penetrating questions he asked and his knowledge of the financial 
industry was absolutely superb. 


Consumers and depositors have been well served in Canada. 
They have had ae benefits from the competitive system, and with a 
changing marketplace and a global concept, the trust industry must 
have more flexibility to compete in this highly competitive 
environment. And while we feel Bill 116, the Ontario bill on the Trust 
and Loans Act that was introduced on July 10th is a step 
forward--and | might add here that the trust industry has not had 
full-fledged legislation since about 1913; so we are a pretty 
long-suffering industry; we have waited a long, long time--so it 
certainly was a step forward. 5 


But there are still areas which are too restrictive, and we 
hope that our recommendations will be adopted that would facilitate 
and ole the trust industry more flexibility to give the consumer the 
benefit of innovative marketing and compeliition in the financial 
services industry. 


As Mr. Beck, chairman_of the OFC, pointed out in his 
appearance before you last week, Canada is a relatively small country 
and even our large companies are relatively small when taken into the 
global picture. And | guess we are going back to McLuhan's global 
yok concept, no question about it, in communications, Senay 
all these changes. In fact, | think if | remember, Mr. Beck said that 
there is a revolution in the financial services industry. | remember 
him saying that, and there was some question as to what t ne of 
revolution. What he meant is that It is just moving so fast. at is 
exactly what he meant, and | think he explained that a little later. 
And in his closing statement, he pointed out that "If we are parochial 
in Our views and in our thinking, Canada, and above all Ontario and 
Toronto in particular, will become a global backwater.” | think that 
was practically the last thing he said. And | talked to him after, and 
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he said unless we change our. Lene to be very positive--and if you 
will notice, it is the first chairman that has brought in for foreign 
ownership on the divestment community and so forth, and he Is 
thinking here, because we have to move this way if Canada is not 
going to become this global backwater that he discussed. 


_ We hope that this committee will take a forward step, and 
we believe that the points that we have outlined are not incompatible 
goals. We urge the committee to take a positive approach that will 
enhance competition, give our industry the flexibility and, at the 
same time, protect the interests of the consumer. 


And believe me, we are just as concerned as an industry, as 
an association, as the individual companies, to protect the consumer. 
Because let's face it, we are only as good as how we reflect to the 
consumer. If we service the consumer--and they talked about 
cross-selling, Mr. Lambert and Mr. Hawkrigg. poy talked about staff 
piel ee Lee _You.can have all the advertising, all the marketing, all 
he staff participation in the world, but if you do not give service, if 
you do not have integrity, if you do not have reliability, Os are not 
goin to serve the consumer. You have to see John Smith through John 

mith's eyes if you are going to serve John Smith. 


_ And | think this committee is in a unique position--as | 
mentioned earlier, we have had these over years and years, various 
committees on concentration, conflict of interest and so forth. But | 
think_there is a bigger picture. Let us take the positive things out of 
the Canadian financial services, let us dwell on that; let us dwell on 
the positive sense rather than the negative, and | think that this 
committee can make a great contribution in Ontario. And usually 
when Ontario writes a good report--and certainly for the OSC it is a 
Classic example, just about every province has followed the lead of 
the Ontario Securities Commission--and in many, many things Ontario 
has been a first. Even on our trust and loans legislation, you at least 
got the bill introduced. The feds have not. o you have a great 
Opportunity, | think, to do that. 


So thank you again, Mr. Chairman, ladies and gentlemen. This 
concludes our opening remarks. Mr. Inwood and | would be very 
pleased to entertain any questions from the committee. Thank you. 


Me Charter Thank you NEN much for your presentation. | 
think things, of Course, are starting fo change in the Province of 


Ontario now. 


Mr. Haggerty has a question, Mr. Callahan, Dr. Stephenson and 
Mr. Foulds. 


Mr. Haggerty: Thank you, Mr. Chairman. 


_Mr. Potter, you talked about the changes in regulations and 
changes in legislation and that_but you also indicated you did not want 
sted In the system. But then you came back and said, we 
would like to be treated the same as what the banks have, and their 
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Mr. Potter: No, | do not think | said that. 


Mr. Haggerty: | thought that is the May that you indicated 
that you would like fo have similar banking rights, | guess it would 
be, or made reference to that. 


Mr. Potter: No. What | said is that we wanted flexibility 
because in the commercial SH field, in the consumer lending 
field--and let me step back a bit. Originally, many years ago, really 
the sole function of a trust company as far as the financial 
intermediary side was concerned was the making of mortgages. A 
few years back when the Bank Act was reviewed, the banks were able 
to move in our mortgage field. 


Today, the banks have a higher percentage of mortgages than 
the trust and loan industry, and one of the facts of life are in Canada 
that yeu probably have more branch banking per capita than any 
coun "y in the world. You probably have, | think, one branch bank for 
Sean ,000 ae The chartered banks in Canada have a0 CIS Oy 
7,500 to 7,800 branches. The trust industry has around 900. So they 
have taken over the bulk of the mortgage industry, a little higher 
percentage than we have. 


So what we are saying is if that law had been passed man 
Gels ago and we had the mortgages, fine. We could have stayed wit 
hat. But since we are being narrowed into a narrow segment--and 
you will find that even the statistics show that the mortgage 
industry is going to decline. 


So what we are saying is that we should have a portion in 
consumer loans, in commercial lending, in leasing, to give us this 
flexibility to diversify, to give competition to the credit unions, the 
banks and so forth, and eventually this is going to give the consumer a 
better choice of where he goes, whether to get the mortgage, the 
consumer loan and so forth. 


_ Now, under the present legislation that is proposed in 
Ontario, they are going to increase our Consumer lending. In the past 
we have had a 7 per cent so-called basket clause and in there we had 
to put consumer lending, commercial lending did not qualify, and so 
forth. But even in the new legislation, what they intend to do is put, 
say, a Cap on a consumer loan, and right now they are talking that a 
consumer loan might be $25,000. Now, if you wanted to buy a car, a 
boat, many things today, you could not do it. 


Mr. Callahan: You would get half of it. 


Mr. Potter: That is about it. The finance companies will not 
have acap. The Schedule B's will not have a cap. The banks will not 
have a Cap. hy puta cap on the trust industry as the size of 
consumer loans? That is the first question. 
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Number two, we have now been in consumer loans for a great 
many years. Royal Trust has a large portfolio of consumer loans. 
Canada Trust does also. And yet when | looked at their delinquency 
figures,-the delinquency figures of Canada Trust or the major trust 
companies, Guarantee Trust, are lower than the banks; they are lower 
than the credit unions; they are lower than the acceptance Companies. 
We have the best record. In fact, when | talked to the Hon. Barbara 
McDougall when she was Minister of State for Finance, | gave her the 
pabies of the top five trust companies versus the banks. She was 
absolutely astounded at the record we have. So why would we have a 
cap on the size of loans? Why would we have a cap on the amount of 
consumer loans when we have a good track record? | 


And the other thing, we must be serving the consumer 
because we have built a portfolio from about here up to here. So we 
have got the customer and consumer acceptance. We have done the 
same in the leasing business. Guarantee Trust, for example, has been 
in the leasing business through their Traders connection for probably 
about 40 or 50 years, because Traders/Guarantee, if you go back, has 
been in business 60 years. They have had a tremendous track record. 
So why should we be cut into a narrow corner by saying, you do not 
have the experience? 


Because that is where it started out years ago: grow 
slowly, get some consumer loans, when you have had the 
experience--well, we have had years and years of experience. The 
track record is good, and the same in the commercial lending. 


Mr. Haggerty: But ‘Tos hear from the bank managers, locally 

that is, they are saying that the trust companies now are carrying on 

the same thing that the banks are. You can go to the trust companies, 

fou can have deposits in a banking account, you might say, or in a 

ecule account, and you are open seven days--| am not opposed to 
att. 


Mr. Potter: That is what | am going to say, Mr. Haggerty. 
What is wrong with that? If the bank managers are saying that? on | 
would say we are serving the consumer well. Years ago, you went toa 
bank and you either got there at 10:00 o'clock until 3:00 o'clock, or 
boom, you were finished. Many people today, they can go there at 8:00 
o'clock at night. They can go there on Saturdays: We have developed 
an innovative market in_the shopping centres. We got the banks to 
change their hours. Otherwise we would still be operating like 
England, and many of the lee over there and even the banks, they 
oP Ser for lunch hour for two hours, so the consumer was not being 
served. | 


Mr. Foulds: That has changed radically in the last... 


__ Mr. Potter: Who has changed the attitude? | would say the 
trust industry has because we are competitive. 


Mr. Foulds: No, no. That has changed in Britain. 
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Mr. Potter: | know it has. | know it has. Changes came 
about gradually there, but years ago that is the Way it was._ In fact, | 
can remember, if you wanted to open an account af Coutts Bank, you 
had ie get three réferences if you wanted to open an account with five 
pounds. 


Mr. Haggerty: | have one more question, Mr. Chairman. 


The other question is, | am looking at--you are saying that 
ou want the same puedes almost--well, as the banking industry 
as in Canada. Are there any advantages, or is there a negative ora 

positive advantage to the trust companies in corporation taxes then? 


Mr. Potter: | am sorry? In? 
Mr. Haggerty: In corporation taxes. Is there any advantage... 


Miss See You mean, if they had the same role as 
banks, wou at be an advantage as far as the corporation tax 
Situation would go? 


Mr. Haggerty: Yes. 
Mr. Potter: Mr. Inwood. 


Mr. Inwood: | do not believe so. Income is income. 
Mr. Chairman: All right. Mr. Callahan. 


_. . Mr Callahan: Well, | was just going to say that in your 
brief, it does not--at least | could not see it in here--it does not 
address the questions that seem to be of significant concern to this 
committee: the question of self-dealing as a result of cross... 


Mr. Potter: Well, again, this was devoted to the 
concentration. Now you are BHING. 8 the self-dealing. But again, in 
my opening statement, and I think in the brief but particularly in this 
opening statement, if you want to control self-dealing and so forth, | 
think we have said several things: strong regulatory control, which 
we strongly support; we strongly. support the Bill 103. If you have 
character and fitness, you are going to have people, as Mr. Lambert 
said, of very, very high moral character so you are not going to have 
that type of thing that is going to be derogaiory. 


_. _If.you have strong corporate governance, if you have well 
qualified directors, if you have well qualified management and so 
forth--and | would think, certainly in the major companies and many 
of the smaller companies, what has happened is one or two companies 
fell by the wayside three or four years ago. You are all aware of it. 
There pipers y was and there is self-dealing there, but that was an 
absolute minority, and what has happened is the trust industry, with 

robably 60 or 70 trust companies, has been tarnished by one or two 
hat happened three or four years ago. Similarly, | guess as far as the 
banks are concerned, the banks have not had a failure since 1923 
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until, latterly, these two banks in the west. 


So that is why | said that the financial services industry in 
Canada-| think has served the consumer exceptionally well. In fact, | 
would think we are better served in Canada than we are in the U.S. or 
in England or anywhere else. And you know yourself, if you go to 
Florida and you try to cash a cheque, you have all sorts of problems. 
Even to clear a cheque down there takes 14 days. With our Canadian 
Payments Association here, you can cash a cheque in--maybe it goes 
ugh too fast for some people, but it goes through in about 24 

ours. 


Mr. Callahan: Is that right? It takes that long in Florida? | 
might move. 


Mr. Potter: In fact, many times if you try to cash a cheque in 
Florida, they will only cash it--really, you will wait for two weeks. 
The money in fact--it is nearly impossible to cash a cheque there, and 
it is the same in England and France, in fact practically anywhere in 
the western world. That is why the plastics came in. It is nearly 
impossible. In Canada | think we have probably the best clearing 
system. In fact, in the U.S. they will admit that: | mean, the new 

PA, which is made up not only of the trust industry, but the credit 
unions and the banks and so forth--l think there are 13 or 14 major 
clearances--it is working exceptionally well. 


Mr. Callahan: Well, do | gather then that you, in representing 
the association you do, do not have any concerns about the 
cross-ownership of large conglomerates dealing in insurance, dealing 
in real estate, dealing in various other aspects that from time to time 
require money? 


_ Mr. Potter: | would say the view | would take: if it is not 
affecting the solvency, if it is serving the depositor, if it is serving 
the community, if it is serving the shareholders, if we are serving 
more consumers, what detrimental effect could this have? | cannot 
see any detrimental effect, other than | find some newspaper article 
from time to time, with huge headlines and so forth, ana then it dies 
out and you will find that probably on page 10 there is a little article 
and so forth. | think it sells newspapers but | frankly cannot see 
where it has had a great disadvantage on the solvency of the 
consumers and so forth. That has not been so. | think where you have 
had a problem--and the companies that have run into problems--it has 
been management. 


_ Now, you take the_Northland and the Commercial, it was 
asset, it waS management. They do not have a major shareholding. 
They had probably more forsale and they have had probably a bigger 
run on CDIC than all the trust companies combined. 


_.. Mr. Callahan: Well, we had the President of Cadillac 
Fairview in here, who | think was extremely candid, and he indicated 
that--well, he would not give us names; he said there were. directors 
who if they were required to testify under oath would indicate that 
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they had either denied loans to competitors or granted them, | guess, 
to--| guess he did not go that far. He just said denied loans to 
competitors. 


Mr. Potter: Well, | read a newspaper article where Mr. Ghert 
has mentioned that before, when he appeared before committees and 
others, and he appeared before the Blenkarn Committee and so forth. 
To the best of my knowledge, | do not think he has ever given names. 
It is always that "this has Beene or "| have heard it in 
confidence," or "| have heard"--and | think if he feels that way, then 
perhaps he should go under oath, give the names and let us get it out 
in the open. | cannot tell when somebody is making certain 
suppositions and does not come out specifically. To my knowledge, 
no. 


Mr. Callahan: Yes, but | do not think it is the question of the 
names. | think if is the question of the potentiality of that happening, 
and the fact that according to him it has happened, is the significant 
concern of this committee in terms of cross-ownership. 


Mr. Potter: | cannot speak for Mr. Ghert, but certainly to my 
personal knowledge and Mr. Inwood's, and you have had a lot of other 
people before you, and | certainly see no evidence and | do not know of 
any cases. lf it has happened, | could not tell you. 


Certainly if it has happened in the past, | would think it 
would be very, very minor. | cannot believe that directors who want 
to do business would single this one out that | will not give him a 
loan or | will not do this. It is possible, | gupSe: Human nature is 
aD nature, but | think | would have to take that with a grain of 
Salt. 


_Mr. Callahan: Just if | might finally--then | gather that you 
are coming here on behalf of your association and saying that you do 
not have any concern about the fact that trust companies are being 
Salers ea by a whole YE of corporate structures and entering into 
ields that sort of blend the four pillars into one. You do not have any 
difficulty with that. 


Mr. Potter: | think that we are probably the only country in 
the world that has tried to keep that. All the other countries are 
blending, blending more and more, and if we are going to compete in 
this global situation--England is blending them. Deregulation in the 
United States--well, legislation came in. The event passed them by. 
They just deregulated. It just happened. 


Things are moving very, very fast and this is a global 
SONS as | Said, and | do not think we can stand still in Canada or 
Toronto and say, look, we had better act this way. Otherwise, we are 
going to be out of step with the world. We are going to be out of step 
with Germany, with the U.K., with the U.S. And as the chairman of the 

C says, if we want to become a global backwater in the financial 
services, this is the way to do it, if we go very parochial. 
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And | think this is one of the things--| have operated in 
England. | spent 10 years in England. | have operated in the United 
States, | was president of a company down there for 14 years. And 
yon will hear even developers or other people in Canada, or 

anadians--the U.S. will welcome you because down there, even if we 
get into development and so fort te can move fast down there. 

ere, we are mired with layers and layers of government. You start 
off to do something in Canada and yeu end up with a local government, 
and then you end up with a regional government, and you end up witha 
municipal board, and then you end up with this and this and this. This 
is what is making housing so expensive in Canada. You go through 
about 15 layers of government. 


And when | mentioned about these committees--| have been 
through committees, committees, committees. In fact, | have 
forgotten the names of some of the committees. But it has gone on 
and on. And | think we are frying the same old potatoes because some 
of these things | have talked about, | was iene about 15 years ago. 
It has not changed. The same questions, just different faces. 


Mr. Callahan: Well, hopefully you will see the same faces 
next year. 


Mr. Potter: And that is why | said this committee has a 
unique opportunity to take the positive approach, and | think what we. 
have birie Hie in the past is attacking something which | think has 
served us well. 


_ Mr. Inwood: Mr. Callahan, | think the point that the Trust 
Association fs trying to make is that the contribution of a major 
shareholder has distilled itself into a direct benefit for consumers. 
Instead of viewing it as is the glass half full or half empty, it is half 
full. It has added an element of competition to the. Canadian financial 
services industry and the consumers are the Peneliciary. To stop that 
and to say that is not a good thing would be to remove that and to take 
away something from the system. 


| think another point | would like to make_ is with respect to 
the question you were raising with regard to Mr. Ghert's remarks. 
did not hear them, but it is not fair to have the industry continue to 
suffer from innuendo that loans have been--things have been done 
that have not been stated. | think it has been said before that there 
are practices that Mr. Ghert's company engage in in terms of the 
remuneration of their Pie eGe Ment the participation in some of the 
real estate ventures that that company is involved in directly by 
management that are part of their remuneration packages, thaf just 
would not be something that we would permit to happen in our 
corporation. Should | be permitted to... 


| Mr. Callahan: You might if you_were a_subsidiary, or 
Wn aever you want fo call it, corporately of Cadillac Fairview, would 
you not’ 


Mr. Inwood: Well, no, | am talking about what we would do, 
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and the answer is--it would be analogous to me being perce to 
have 10 per cent of the profits of the main branch. should | be 
allowed to do that? | do not think so. | think you should look at some 
of the practices that they do, which are the sorts of things that 
management-controlled Companies can_do without the balancing 
interest of a mixed public shareholding. Those are the sorts of things 
a they may do without some other accountability. We could not do 
at. 


Mr. Chairman: Just for the record, Mr. Bond has given me a 
list of 15 Canadian trust companies that have failed in the last five 
years--loan and trust companies. 


Dr. Stephenson. 


Miss Stephenson: Mr. Potter, how would you respond to the 
Statement from the Danking industry that if indeed the other financial 
institutions that make up the four pillars want to function in exactly 
the same way as banks, or if banks want to function in exactly the 
Se way that they do, that they should all have the same rules to 
Play by: 


Mr. Potter: Well, first of all, | do not think we are all trying 
to move on banking. As | said to Mr. Haggerty, what we are trying to 
do is say, fine, can we have, say, 10 per cent commercial, maybe so 
peer in consumer and so much--that is not getting 100 per cent into 

anking. 


Miss Stephenson: Yes, but you said no caps. 


Mr. Potter: No, no. | said no caps on a consumer loan, saya 
$25,000... ; : 


Miss Stephenson: But you want a cap on the proportion that 
IS permitted. 


Mr. Potter: | said on the 10 per cent. That might be 
stretched. But! am not saying no cap, so that 100 per cent is in 
commercial loans or 100 per cent in leases. No, | did not say that. | 
said that right now we have got a 7 per cent basket clause, but 
Ontario is suggesting a 10,a 10,a10anda5, and that is fine. We can 
operate under that base. What! did not want is a cap on a loan, 
particularly on a consumer loan, or Sonne on--on the leasing, put 
a cap on. But if we could get a 10, 10 and 5, | think our companies 
would be very pleased. / 


Miss eee So what you are asking for is a slight 
aaron of the divisions between the pillars but not an elimination of 
Gait 


Mr. Potter: Exactly. That is right. A flexibility to diversify. 
We cannot do it with 7 per dent when fe have lost a Certain yortion 
of the mortgage market. So we have lost a certain portion of 
mortgage market; give us the flexibility to get into leasing, into 
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consumer loans, into commercial lending on a limited basis, not 100 
per cent, and trust companies for example would not be making the 
belie eit loans like the banks do; they would not make the Dome 
oans. - 


In fact, even the commercial lending that we can do now, 
usually, unless hee are a very large trust company--quite often, they 
are syndicated between two or three_trust companies. It might. be 
two trust companies and a Schedule B bank, and in some cases it is 
even with a trust company and a chartered A bank, an A bank. In fact, 
our losses in commercial lending--and Mr. Inwood would probably give 
you Royal Trust, but. Royal Trust's losses in the commecial lending 
area are so minimal, it is unbelievable. 


_And the other thing you have to remember in trust 
companies, when we take.a loss, we have to write the loss off in one 
year. We do not spread it over five. Under the Bank Act they can 
Spread their loss over five years. We cannot. We have to take the 


loss in the year it occurred. 


Miss Stephenson: But you are not suggesting that that bank 
rule be extended to the trust companies. 


ou Mr. Potter: No. We have never said that, no. We want a 
limited flexibility to diversify so that we can serve the consumer and 
be a stronger identity in the financial community... That is what we 
are saying. | think the insurance companies are saying the same thing. 


_. Miss Stephenson: You are convinced that in spite of the 
Capability of the trust companies now to be innovative and flexible 
and accessible and sor approached by the consumer, that it was 


SO age ee of the change in the legislation which allowed the 
banks into the mortgage area that you lost that. m 


Mr. Potter: That is where it all started. 


Miss Stephenson: Can you tell me why the trust companies 
did not become innovative and approachable and accessible back in the 


days when they opened up that Act and sold the mortgages, rather 
than allowing the banks to supersede them in the mortgage area? If 
you are SO damned good, why were you not good then? 


Mr. Potter: Well, | guess, number one, that was 30 years ago. 
Number two, heat ago, -you had trust people--old-time 
management. In other words, they probably came up through the 
1920s and the recession, and they were coming up--so they did not 
have these ideas. , 


And _ again, it comes back to map shareholders, and | think 
you can take Royal Trust or Canada Trust, or Guarantee or any of the 
others--they have new eee today, new ENKI e hire 
people in marketing. At one fime, the trust ngustly probably would 
not spend half a million dollars on marketing in the whole entire 
industry. Now we spend money on marketing. Now we have this 
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Miss Stephenson: The banks did not either 30 years ago. 
They were even more conservative than the trust companies were. 

Mr. Potter: But they changed, and the banks are changing 
now, and the banks are going to have to change even faster in this 
gigee concept. But where they have had an aevanlade for many years, 

ey have been in the U.K., the have been in the Caribbean. If you go to 
Barbados, you will see some of the Canadian banks are the biggest 
banks on the island. ey are the same in Nassau. But we have been 
domestic. We have not had the--if you do not have the return in 
equity, you cannot expand. It is el latterly we have been able to get 
some flexibility to be able to expand, get the return on equity. 


And | think the other thing, if you are hiring people you have 
to have an industry that is going to attract attractive pees. whether 
they are MBA's, from industry, or marketing people. Today you have 
management that makes it aftractive so people will come and work in 
the trust industry. They know they have got a future, and there is a 
big difference. Years ago--in facf, | would say 20 or 30 years ago 
when somebody said trust industry, "Yes, | know the trust industry; | 
think it opened after Mr. E.P. aay or's estate, Mr. McDougall's estate 
and some of the others," and that is what the common--everyone 
thought a trust industry was looking after some huge estate and that 
is wnat it amounted to. Now we have gone public on the street, 
aes. and we have changed the hours and so forth, and that is 

e difference. , 


Miss Stephenson: Well, those of us who had relatives who 
functioned in the trust industry even in those days knew that they did 
not do just that. But | think you have to take a little bit of the 


criticism along with the kudos, and | am not sure that the industry 
has been lilywhite or gilded in all of its areas of activity. 


Mr. Potter: Dr. Stephenson, | agree with you. 


Miss Stephenson: But you are not asking for an open door as 
far as the function is concerned, and therefore you believe that there 
can be differences in governance as far asthe... 


Mr. Potter: Absolutely. 


_.. Mr._Inwood: Dr. Stephenson, the aoe issue with the 
legislation for the trust industry comes down to fhe fact--it comes 
down to this: the rules that have been proposed in the Province of 
Ontario are in a post-Crown Trust--were established in a post-Crown 
Trust environment. Milas have been drafted in a way that they will 
control very tightly the types of transactions that trust companies 
may engage in with people who ney be related to them. And what the 
industry is Rede is, we believe that that sort of_protection should 
be afforded but that the rules have gone too far. They are too strict 
and they will be too difficult to operate by. 
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We are not today talking about whether we should have 10 
per cent or 15 per cent, or some quantum of ability to deal in a 
articular market. It is just the freedom to operate in the markets 
hat the legislation has given to us, and that is eal the issue. And 
what the industry is saying and what we said last week when we 
were here was that we Support the legislation as far as it goes. It is 
90 ber cent of the way there. We think it needs to be slightly 
modified to take the rigidity out of it, to allow us flexibility in those 
areas where we know we cannot predict where we will run into 
problems with loans or investments or certain activities being 
permitted or not permitted. 


We find today that when we look at it and sit and think 
about possible types of transactions we might be involved in, the 
rules create a problem for us. We just need to balance things, and 
slightly ease and balance those rules with another mechanism, which 
is assigning a role to directors inside, to say all right, the rules 
els JO per cent of the activity. Give these directors 10 per cent of 
he activity and let them police the rest of it. And with that balance, 
the SiON thing would work. And that is really the key of what we 
are asking. 


_ Mr. Potter: And it would be an adjunct to the regulators. In 
fact, it would help the regulators and probably take down the cost 
because you cannot have 10,000 regulators; yeu cannot have 10,000 
policemen on the beat. This would work together. 


_ We believe in a strong regulatory, we believe in character 
and fitness and so forth, because if you have people of yey high 
character in the trust industry or in the financial services, then | 
think a lot of your problems are going to disappear. 


Miss Stephenson: But what you are really one is that 
ae Ou need to police is those who are involved in the financial 
industry. 3 


Mr. Potter: Exactly. Exactly. In fact, | would say even to 
the degree--even in the association. Now, you see, under the Bank Act 
all banks, whether A's or B's or so forth, are forced to belong to the 
association. That is the legislation back to 1895. The trust industry 
can either eerong to the association or they can opt out, and many of 
the companies that the Chairman mentioned, | can tell you that most 
of those did not belong to the association. The Continental and so 
forth, they never belonged. Now, we could not absolutely have 
Seenclid on them, but we could sure use a lot of moral suasion 
ecause... 


Miss Stephenson: It might have been difficult... 


Mr. Potter: If a certain trust company is sitting in a 
meeting across from... , 


Miss Stephenson: With the Charter and the human rights 
codes at the momeni, If you made it mandatory. 
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Mr. Potter: | think we could be very helpful. 


- Miss Stephenson: Well, | am not sure you can make it 
mandatory in today's climate as far as membership in the association 
is concerned. But you could make it attractive. But the concern about 
the admission of those individuals who are going to function as 
principals within this area is obviously, you are saying, a very vital 
one, and you want the opportunity to help to write the rules as far as 
the moral integrity and capability of... 


Mr. Potter: And | think we can be very helpful to the 
regulators and we have been. And | must say this, that Ontario--we 
worked with Ontario quite closely on some of the things, the 
regulatory controls, and with the federal government too. But | think 
that we still have a way to 90, and hopefully when we appear before 
either this committee or the Administration of Justice committee, 
that maybe some of the things we are going to suggest, | think you are 
going to find the regulatory people are going to say fine, we will 9° 
along with you. And | am hopeful that when we get a committee like 
yours that now has the background and experience--l think our 
problem in the past is that ev aly time_we go in front of a committee, 
it seems to be a new committee. They are not familiar with our 
industry, and | agree, our industry is a very complex industry and it Is 
not something you just pick up overnight. 


Miss steehenson. Well, we would like to suggest to you that 

ye suggest to the Minister that 116 come before this committee 

ecause then you would not have to have public hearings, but you could 
help us with rewriting of the regulations. 


Mr. Chairman: | am not sure, Dr. Stephenson, you really mean 
that, because we could be setting a bad precedem if we were going to 
Start looking at clause by clause of Bill 116. However, there is no 
doubt that this committee is going to be here for a long time and we 
are going to be on your back for a long time. 


Mr. Foulds: We could have cross-membership on committees! 


Mr. ae After listening to Dr. Stephenson's remarks and 

Ours, we would be most helpful--anything we can possibly do to 

make your job easier, our job easier, and to serve the consumer, that 

is all we want. _|-mean, we do not want all these rocks and shoals 

AonG the way. They do not do us any good, the bad publicity and so 
orth. | 


In fact, what we would like to see is where these faults 
have occurred, have criminal action against someone. And we said 
that in front of the Commons committee, the Blenkarn Committee, and 
we said it to the Senate. If there is a case where there is such a 
serious conflict of interest or something that is going to go to the 
solvency or the depositor or any Ue else, then | would say lay 
criminal charges and make them tough. Mr. Jackman said that, and 
many others. 
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__.Mr. Chairman: Were Greymac and Seaway members of your 
association: 


~ Mr. Potter: One joined but never attended. | met Mr. 
Rosenberg, Ink, once in my life. The other fellow from Seaway--| 
ARM AE name and his picture from the paper, but | never met him in 
my life. 


Mr. Chairman: Mr. Foulds has a question. 


Mr. Foulds: Well actually, my first question is, who is the 
Trust Companies’ Association of Canada Inc.? 


Mr. Potter: Who is it? 
Mr. Foulds: Yes. Who are you? 


Mr. Potter: Well... 
Mr. Foulds: Give us some of the fundamental ones. 


: Mr. Potter: All right. Royal Trust, Montreal Trust, all the 
major--Canada Trust and so forth. It is comprised of 40-some-odd 
trust companies. In fact, | guess if you want the list, | can--Atlantic 
Trust, Cabot Trust, Canada Trust, Central Trust, Community Trust, 
Co-operative Trust, all the way through. 


Mr. Foulds: If you could just file that_with us. But 40 
roughly out of how many trust companies in Canada? 


Mr. Potter: When we say the number, you have to 
remember--I think there are around 70, but some of them are sort of 
closed-in trust companies. Some only deal as vehicles and so forth. 
But of the active trust companies--the trust, companies in this 
aesoc alee do 98.9 per cent of all the trust fiduciary business in 

a 


Mr. Foulds: Okay. 


. Miss Stephenson: If | may interrupt, at the beginning of 
these hearings, a representative of the trust industry informed 
us--no, it was not; it was the Deputy Minister of Financial 
Institutions--informed us_that there were in fact 100 trust 
companies operating in the Province of Ontario. 


Mr. Foulds: In Canada, | think. 


Miss slepherson. No, they were Canadian. Twenty-seven or 
twenty-el em were in fact registered--or incorporated in 


O 
Ontario, Sut there were 100 Canadian, some of which were 
operating--who were operating in the province. ° 


Mr. Foulds: Yes. | would have to check that. 
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Mr. “Ree | think that number is a little high, Dr. 
Stephenson. | elieve it is a little high. In fact, even in our 
association--like, we have Trust Generale and Sterling Trust, and 
there is one other trust company, for instance, they control; it is in 
the Eastern Townships. We do not regard it as a member because it is 
a part of Trust Generale. It is called Sherbrooke Trust, it has been in 
business for 100 years. And that Is Pomany | guess because of a fee 
basis--if we charged three when they are all in one. So | think | 
remember that. Someone said there were 100 trust companies. | 
think that is a little high. ! would like to check and | will be glad to 
get back on the numbers and so forth. 


Just a minute, Mr. Sayers has given me a number. As of--l 
will leave this with you. This is our general information book, 1986, 
so it is on the 1985 figures. There are 69 deposit-taking trust 
companies in Canada. And | will leave this with you, it has got the 
Statistics and so forth. 


Mr. Foulds: You indicated, and | do not think | am misquotin 
you, but correct me if | am--you said that concentration in and o 
itself is not a problem. 


Mr. Potter: | am sorry? 
Mr. Foulds: Concentration in and of itself is not a problem? 
Mr. Potter: | do not think it is a problem, no. 


; wMrrekouidss?s-But agin it is a danger signal that in 

conjunction with other factors could lead to a problem. For example 

when your association was not so active in the consumer business an 

when the major banks were the only ones who provided, in essence 

Ban sing services, there was relatively little consumer service. | 

Heat inoue the days when you had to be at the bank between 
00 and 3:00. 


Mr. Potter: And very little competition too. 


Mr. Foulds: And very little competition. So concentration 
can be a problem, an surely to. : 


Mr. Potter: It can, but if you take these other factors that | 
said--the corporate governance and all these other factors, | do not 
think you have a problem then. And if you qualify with your peers and 
if you put strong penalties in, | do not think someone is going to go 
beyond the pale if he knows there are strong penalties. 


Now, Mr. Rosenberg's case nePpedee: what, three and a half 
years ago. | know there have been thousands of dollars spent in 
investigations but to my knowledge, | think he is still down in Florida. 
| think some charges were laid. | think he appeared in court. But | 
have not heard anything further about it. And | guess as time goes on, 
what is going to happen? | imagine witnesses and things are going to 
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disappear. | mean, are we going to do something 10 years from now? 


| mean, as far as the industry is concerned, somebody 
violated. the trust and loan and did certain things, and there is no 
question it had an adverse effect on our industry and it had an adverse 
effect on the banking mans: And the one thing that the banks, 
ourselves, the credit unions, life--we all have in common, and that is 
confidence in the system. And this hurt confidence in the system. 
You can remember down in Newfoundland, somebody made a 
statement, there was a run on the bank, and even in the branch they 
lost something like half a million in one day. This is what he did. So 
| think something should have been done then. | think what we are 
doing now is too late. | do not think we can do something in 1995. 


But out of all these hearings--like Mr. Lambert said, we 
have learned from you, from the committee. But we recommended 
many of these things. Many of these things in Bill 103 and the federal 
act, many things in Ontario--we worked with the regulators, we 
worked with Dr. Elgie. | thought he was a superb Minister and he did 
it under very trying circumstances. | think your present Minister, Mr. 
Kwinter, is Superb, and | think somebody mentioned yourself--when 
your deputy minister was here--you have got a financial service 
ministry now. Their focus is on a particular thing. You have got 
higher qualifications; you have got a better staff; and on the federal 
level, the IG's office--as Mr. Blenkarn said, it was a team deal. And 
tA there were only about four people there. | think that has 
changed. 3 


And | think all these changes are for the better, and | said 
that in my statement. These things have brought about certain aller 
Things have been corrected, and | do not think the problem on this 
concentration is the bogeyman that the press makes it out to be. 


Mr. Foulds: But surely... 
Mr. Potter: | would be more concerned about the press. 


Mr. Foulds: ...as part of our public responsibilities, we 
have to take into consideration something like concentration, which 
has given us a problem and which could potentially give us a problem. 
| mean, we have to consider that. 


Mr. Potter: | realize that, and!... 

Mr. Foulds: And | do not think we can just ignore that as a 
roblem by say! g ere are better people in it now ane we recognize 
he need for self-governance and other--| mean, we have to find 

mechanisms to ensure that that happens. 


Let me go on. Sorry, you wanted to comment? 
Mr. Inwood: Can | just comment that--you said there may 


have been problems with concentration in the past: Markets may have 
been concentrated. Maybe the markets were perhaps more 
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concentrated. There were less players in them. There were less 
Schedule B banks. There was less activity in the trust companies. So 
the markets may have been concentrated. 


What we have pointed out, what we ask the committee to 
consider is that today markets are quite--they are not concentrated; 
they are very active. They are very competitive markets. What there 
has been--institutions aré now closely held in the non-bank sector. 
So there has been a growth in closely held institutions. That is a 
fact. But the flip side of it has been, that has resulted in more 
competition in the marketplace. So | think you are mixing up two 
ideas, concentration of market and concentration of ownership. 


Mr. Foulds: No. 


Mr. Inwood: What we have said is that if you use--if you 
draw the line and say, well, the way to allay any concerns that 
welt may impair competition--if that is the method you choose, 
to control ownership, all that we submit as really happening is that 
‘hes are throwing out the advantages that a shareholder can bring to 
he table and you are still left with the PoeaO By. at 
management-controlled companies can run amok. So you are 
discounting that and you have still got the other problem. 


_. Mr. Foulds: But ironically, concentration can also lead to 
instability. 


Mr. Inwood: | beg your pardon? 
Mr. Foulds: Ironically, concentration can lead to instability. 
Mr. Inwood: | do not think it... 


Mr. Foulds: Concentration of ownership can lead to 
instability. Tmean, that is what happened in the famous collapses. 


Mr. Inwood: | do not think that that is inherently ... 
Mr. Foulds: It does not necessarily happen, but it did happen. 


Miss Stephenson: In Canadian collapses? 


Mr. Inwood: It is not an inherent--you can also say that 
concentration leads to strength. | mean, the’ risks posed by it are 
edhe, related to the way institutions conduct themselves and are 
permitied to conduct themselves. 


Mr. Foulds: That is right. Okay. But you see, what | find--| 
have not quite been able to articulate fis or iBink this through--find 
difficult in the presentation is that on the one hand you say you 
believe in a strong regulatory presence as one of the safeguards. 


Mr. Potter: Right. 
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abe: Mr. Foulds: And yet, in the latter part of your brief, you 
indicate that regulation has inhibited the industry. 


~ Mr. Potter: No, no. There are two things here. There is 
regulatory, and a product. What we are saying as far as regulatory is, 
we believe in a strong regulatory. In fact, at many hearings | have 
said, let us upgrade it and you have to pay more dollars, get a better 
class of people in the regulatory, and | think that is being done. In 
fact, you have Bryan Davies, avery_strong Deputy Minister. You have 
some very, very good people there. There is no question about it. 


_ What we are saying, what Mr. Inwood was saying, that on the 
regulations--and what | might say is product, getting back to this 
consumer or certain things like that--that is what we mean by 
regulation. Regulations are one thing. Regulatory is another. 


_ Mr. Foulds: Do not regulate this stuff, but a strong 
regulation in terms of the corporate review and behaviour and so on. 
Mr. Potter: Exactly. 
Mr. Foulds: But less regulation on the consumer and the 
product side. S 


Mr. Inwood: The rules, the draft legislation... 
Miss Stephenson: Different regulations, not... 
Mr. Potter: The word iS "different." Thank you. 


Mr. Inwood: So the draft legislation breaks the concept of a 
restricted party. So today we have--if | can back up--today we have 
in the rules what can be referred to as_a selective ban on 
related-party transactions. That is what the Ontario act has today. 
The new acti goes further and extends that ban, and then creates also 
ms concept of the restricted party, the guy that you cannot deal 
with. 


That guy, that new concept, just goes a little bit too far. It 
has practical consequences, such as Royal Trust might have to move 
out of the tower that it.is in because ihe landlord happens to be 
Cadillac Fairview, who is related through--you know, things we do 
not think about. It throws off those kinds of practical problems. And 
what we are saying is, the policy. objective of not wanting an 
institution to do business with certain people--rather than say you 
cannot do business with these allele modify the rule a bit and Say, 
have somebody be there to be the policeman to make sure that if you 
are going to do business with those people, and when it is peueety, 
legitimate and valid, and market rates, and by all commercial tests Is 
a good transaction, have some policeman there to look at it and say, 
fine, that is a good one, let it go. 


Mr. Foulds: And that is a fair deal. Itisnota... 
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Mr. Potter: And if you have this conduct review_of 
independent directors--let me give you another example. — For 
instance, if we are esc ite on the fiduciary side with a pension fund, 
under these regulations, if the pension fund wanted to get some Ee 
of commercial eg we would be jets even though that 
pension fund--we could not do a oe ind you will have this Chinese 
wall. It has worked in the States. | think even Lawson Hunter--we 
personally went back years and years. We contacted various banks 
regulatory people in the U.S., "Have you ever seen or do you know of 
any specific cases where this Chinese wall has been derogatory, has | 
not worked?" And they say no. And we talked to Chemical Bank, we 
talked to many regulafors down there. 


mn Lawson Hunter, as you know--| do not know whether he 
testified before you, but he has testified certainly in Ottawa. You 
have read many of his papers and so forth, and | think all of his 
testimony has said, we think it works. And | think that even he has 
said, and he was head of the Combines, that he does not see--in fact 
we quote him in our brief, because he did not see any real danger in 
this concentration. 


Miss Stephenson: The new director said the same thing. 


Mr. Potter: The new director said the same thing, and | 
think your Chairman of the OSC has also said the same thing, and as | 
said, he said if we become too parochial, we are going to hurt 
ourselves, and this is what we are trying to avoid. Here is a small 
country. Like, here is Switzerland. They are small. They have got a 
great reputation for banking and so forth. We can move in that. But if 
we are going to be hindered and hindered and BACs d) will never 
move into that global market, and this is what the country is going to 
pave. {0 do if we are going to bring these invisible earnings back to 
Canada. 


And | think in Canada we are eee Sos at banking or the 
trust business and insurance, and so forth. In fact, the insurance 
business, most of their income comes from the U.S. or from some 
other country. It does not come from Canada because you can only 
insure SO many people. There are only 25 million. So their market is 
the U.S., the Caribbean, the U.K. and so forth. Sun Life, 
Manufacturers--that is where they get their money. 


Mr. Foulds: Have you been in sales for part of your life? 


’ Mr, a -| remember Diane Francis today said she was 
evangelical. Maybe | am. z 


Mr. Callahan: In fairness to Stanley Beck, he was not talkin 
about this. He was talking about the Combines Investigation Ac 
HANH you have to put a detriment in the market. That is really as | 
read it. 


Mr. Potter: | have not read the book. | will find it... 
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Mr. Callahan: Oh, it is not in the book; it is in your brief. 
You refer to Stanley Beck, but that is not what he is talking about. He 
is talking about the Combines Investigation legislation. 


Could | have a supplementary? 


Mr. Chairman: Mr. Foulds has a supplementary, and then Mr. 
Callahan. | 


_ Mr. Foulds: | have two questions that.! would sort of like to 
et on if [could. One is the bank industry, | think, said this morning 
at you could in fact already move into farm and small business 

loans and you do not, vigorously. 


Mr. Potter: Well, | think piapedly the answer there, and | do 
not actually run a trust aa ut my quecs again would go back 
to--the banks have 7,500, 7,800 branches, they have been established 
for many years, and | would think that many of those banks are 

robably in the farm community. Now, the trust industry, as | said, 

as soe 7,800 branches, and primarily | would say, other than V&G 
and so forth, most_of them are in the urban centres. Now, V&G is 
certainly in rural Ontario, and | assume that--| do not know the 
figures on farm loans that V&8G made. They are in the smaller 
communities and | guess they deal with them. | do not know. | do not 
have those figures. 


| Mr. Foulds: But they claim both farm and small business 
oans. 


Mr. Inwood: Mr. Foulds, the trust industry legislation is 
structured, aS you know, with two levels of controls in it: one to 
control the lending and investment of a corporation's funds in certain 
ways, and then there are other quantitative tests and qualitative 
tests that permit the industry to lend in certain categories that meet 
qualifying earnings tests or tests of security. hose are the 
pate were that--that is what the trust industry has to--the door it 

as to squeeze through to lend to a farmer or a small business. 


_ Mr. Potter: We have to keep sixty-six and two-thirds of it in 
residential mortgages. 


Mr. Inwood: The banks are more free to make 
working-capital type loans. They are dramatically different than the 
trust industry. 


Mr. Potter: In fact, up until a few years ago, 75 per cent of 
our assets on the financial intermediary had to be in residential 
mortgages. 

Mr. Foulds: Would it be an area you would be interested in 
moving into? 


. ee Sure. It is another product. We have been 
innovative in the past and | see no reason why many of the companies 
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would not move in that area. | would say maybe some of the regional 
trust companies would because they are right there. 


| - Mr. Foulds: Yes. One last question then. You talked a lot 
about the character fitness test and sort of judgment by peers in 


order to pass, but | get back to Dr. Stephenson's paw about there 
being a range of people that could be directors that are not even 
thought of now, that could be capable. Women, on the one hand. | 
think labour representation would bring a certain aspect of knowledge 
in terms of business dealings. 


How can you open that up? Because | think one of the 
reasons that Canadians generally are suspicious of the business world 
is that they see it as a tightly-knit group. 


Miss Stephenson: Because it is concentration. 


Mr. Foulds: And if | may use the term without being thought 
sexist, the old boys’ network. 


_ Mr. Potter: Do you not think--and | have heard this said 
many times, this old boys' network and so forth. | think that is 
overdone. If you go back over the years, | do not think people say, | 
will put him on the board because | knew his father and so forth. 
Often they will put people on the board because they know he has got 
ability, he has done a great job, and not just because he parts his hair 
Hg Alas have known him for--as | say, his uncle, or something 
ike that. 


_._ The other. Jalal oe have to remember, in Canada we are a 
very limited population. There are only so many people who can be on 
boards, and as Mr. Lambert said, at one time you had banks ownin 
trust companies and so forth, or a percentage of them, and you ha 
interlocking directorships. That is probably where you want to say 
you had concentration because you had someone on the bank board and 
on a trust board. The government split that, and that was very true. 


But do you know what happened to a lot of the directors of 
the trust companies? Because the Royal Bank paid so much of the fee 
and you had certain--and | think Mr. Jackman has covered 
that--directors of banks, and maybe there is nothing wiong with it, 
but. many of the directors from, say, Canada Permanent, from the 
various trust companies, once they got an offer to move from a trust 
company to a bank, at that time they went to the bank. In fact, | can 
tell you Some trust companies lost as many. as five and ten directors 
at that time because the directors were losing benefits, because we 
do not make loans to directors, we do not do this, but bank 
directors--they have different rules than the trust industry does. 


Mr. Inwood: In answer to your question on what are the tools 
to introduce more widespread representation on boards of directors, | 
think if you would buy the concept ofan independent director, you are 
adding to the mix. You are forcing integration of the board of 
directors. You are going--the selection criteria are. going now to be 
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different by introducing that factor, and | think that is one of the 
tools that will result in Some change. 

~ Mr. aoe | remember Tommy Douglas being asked to be a 
director of, Ink It was Husky Oil. It shocked both the business 
world and the socialist world and it worked out very well for both of 
them, because Tommy brought an expertise that they did not 
otherwise have on that board. 


Mr. Potter: | think as you will see years go by--actually 
boards of trust companies are very small. And one time under 
legislation, if | remember rightly, | think you could not have any more 
than 22 directors, and at that time we had banks with 55 and 56 
directors. So it was a difficult position. But | think Dr. Stephenson 
ua up a very important point and | think we will take it under 
consideration. 


Mr. Chairman: | must thank you both very, very much. 
Miss Stephenson: May | just say | hope that you do not think 
that | am doing this from a feminist point of view. 
Mr. Potter: No, no. 
Miss Stephenson: | just do not believe that there has been a 
wide enough net cast, and | think yeu have ignored--not you; | am 
using "you" in the generic form at this point--but | think a very large 


number of people who could serve the industry very well have not in 
fact been considered at all. 


Mr. Potter: Dr. Stephenson, | agree with you. 


Miss Stephenson: Now, how do we solve it? That is-the 
problem. 
Mr. Potter: If we can be of help in any way. Thank you, Mr. 
Chairman. 
Mr. Chairman: You have been already. 
Mr. Potter: Our pleasure. 
_ Mr. Chairman: Thank you. Until 11:00 o'clock on Tuesday 
morning. 


The committee adjourned at 4:40 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 
Tuesday, October 7, 19 
The committee commenced at 11:05 a.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


_ Mr. Chairman: All right, let us get started. This morning, | 
would like to first of all have Franco bring us up to date on what is 
happening with this committee, and some of the most current 
problems. Then we will move on to discuss the future of this 
committee after we are finished with corporate concentration. 


Franco. 
The Clerk: Thank you, Mr. Chairman. 


There is a new revised agenda dated October the 6th, for 
this week. | was just informed that this afternoon, the Ministry of 
Weta we Trade will not be able to be here, and they are requesting 
a further date. 


Mr. Foulds: They cannot be here? 
The Clerk: They cannot be here. That is my understanding. 


Mr. Chairman: They could be here, but they would not have 
very much fo say and they would be only requesting more time, and so 
| thought there was not much point in that happening. He asked ‘if he 


could come in about a week. 
Mr. Ashe: | would suggest a week from today at 2:00 o'clock. 


The Clerk: If | may continue, there is a new addition. 
Tomorrow at 3:00 o'clock, Professor Stephen Dupré has agreed to 
appear before us, and | shall have his task force report delivered to 
the members this afternoon, hopefully. 


_ The second addition is_on Thursday afternoon. The 
Association of Canadian Financial Corporations are going to appear. 
You also have on your desk Exhibit No. 30. It is from the Canadian Life 
and Health Insurance Association. A letter from the Sun Life 
Insurance Company of Canada, Exhibit No. 34. 


| have contacted the London Life Insurance Company and have 
spoken to a Mr. Jim Heatherington. They are willing to appear... 


Mr. Foulds: Excuse me, | do not appear to have the letter. 
The Clerk: Sorry. 
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Mr. Bond: You can use mine. 


The Clerk: The London Life Insurance peers are willing to 
appear, but they also informed us that they are part of the Brascan 
clio and anything they would tell us would be similar to whatever 
as been saia before. 


Mr. Foulds: That is called corporate concentration! 
Mr. Chairman: That leaves two--is there anything else? 


The lets Yes, if | may. _| have also contacted the 
Confederation Life Insurance Company. They will let me know as soon 
as at can. They are meeting themselves, and they will let us know 
when they appear. | have also two more insurance--Manufacturers 
Life, they will let me know when they are going to appear. And 
Economical Life of Kitchener is going fo send us a letter expressing 
their views on our topic. 


This is all the information | have at this time. 


Mr. Chairman: All right. That leaves two problems. The 
first one is Mr. Lavelle and his rescheduling. 


Mr. McFadden: Is Mr. Lavelle in Canada? 


_. Mr. Chairman: Yes. But he has just arrived back, and he is 
apologizing. He certainly did indicate he would be prepared for today, 
but he is just not prepared for today and would like as much more 
time as we are prepared to give him. 


Mr. Foulds: | move we hear Mr. Lavelle one week from this 
Thursday morning. 


Mr. Chairman: Which would be the 16th. 


Mr. Foulds: Yes. That is the Thursday after the House sits, 
and that is when we are scheduled to meet. ‘ 


Mr. McFadden: | wonder, Mr. Chairman, if | could ask a propos 
“ins motion--| do not know if that was a suggestion or an actual 
motion. | 


Mr. Foulds: It is a motion. 


_Mr. McFadden: Maybe | could speak to the motion as to how 
we are intending to go from here. If Mr. Lavelle speaks to us on 
Thursday, we have requests now to the various insurance companies 
and | gather some of them may appear yet. We_have an apparent 
deadline from the legislature for the end of October. We are 
scheduled to sit Thursday mornings, effectively, from 10:00 till 12:00 
or 12:30, but of course that is private members hours period, and of 
course a certain number of times we have to go on to vote. 
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So effectively we have got, between now and the end of the 
month, i would estimate maybe six hours. With Mr. Lavelle's 
appearance and perhaps one other witness next week, let us say, we 
are down to four hours effectively to work on a matter that | do not 
think is trifling. When you are talking about billions of dollars in 
assets and the position of not only the shareholders of these 
companies, but the employees and the depositors and the 

olicy-holders, my concern really is where we are going to go from 
ere. 


| mean, | Know--I expect that David Bond will be working on 
an eventual report, but my experience with these kinds of reports at 
least is that. you cannot do a decent job in considering the 
recommendations or the content in four hours, and particularly once 
the House gets back, with us running here and there trying to get into 
the House and all the general obstructions and diversions we get 
involved in around here. 


So | am very concerned about where we go from here, and | 
think Mr. Lavelle's decision not to appear does hurt us quite badly, 
frankly, the committee. | mean, | understand his problem. | am sure 
he was in China and if he comes back to Toronto now he is not ready 
for this afternoon, but nevertheless that knocks out a very valuable 
piece of time and makes it difficult for us as a committee to 
certainly reach our deadline at the end of October. 


_SoO | would just raise that. While | am sympathetic to Jim's 
motion, it is fine to have him here next week, | think it has quite an 
effect in terms of the work of this committee. 


Mr. Chairman: The only other day that we can use is Friday 
of this week because once the House sits, as | understand the rules, 
then we are restricted more. 


Mr. Mackenzie has his hand up. 


Mr. Mackenzie: In terms of Friday, some of us have already 
booked in a fairly busy schedule. | know | have at least four 
reasonably major events that | have simply got to cover on Friday. 


‘oa Mr. Chairman: | hope the opening of Oktoberfest is one of 
em! 


Beg! Mr. Mackenzie: And even if Mr. Lavelle was here--and | think 
it is important that we hear him, again--| am not sure that the two 
hours will make that much difference. It is Spas, Mr. Chairman, 
that we are going to be in a fairly hectic session in the House; | do 
not think you are going to carve out much additional time for this 
committee during that period. And |, for the life of me, cannot see 
a vee can with any authority whatsoever write a report for the end 
of October. | 


| think our report may have to be to indicate the topic is 
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one--and David is right in terms of what is involved, and | think it is 
an important one--that we are going to need more time. But! would 
hate to try and draft a report in this committee based on what we 
have heard by the end of October. | think it is a physical 
impossibility. Certainly it is an impossibility in terms of anything 
that makes a hell of a lot of sense, unless the report is one to ouiline 
the magnitude of the problem and that we have just really touched on 
the financial area. And there is so much intertwining, as | see it 
whether it is energy or the whole structure problem, that | do not 
think it would mean a damn thing if we tried to write a report for the 
end of October. That is just my feeling on it. 


Mr. Chairman: | am hoping before we rise today that we will 
have agreed Ifo, all of us, eEpieege our House leaders and whips to 
seek more time, and that that_will be the major topic of discussion at 
the House leaders' meeting on Thursday. 


Mr. Ashe. 


Mr. Ashe: Well, Mr. Chairman, | want to associate myself 
really with all remarks said so far, so | will not repeat them. | fhink 
it would be impossible to do anything for the end of the month. 
Having said that, | do not think it is particularly unusual for a 
committee to at least meet its deadline in the sense of tabling a 
one-page statement--again, it can be very brief--of the magnitude; in 
effect, what we have done; and in effect ask, as is often done in the 
legislature, beg leave to sit again. And you know, to put any 
substance to it, it is going to take that. 


_|am sure many of us already have some conclusions in our 
own minds based on what we have seen and heard but it is pretty hard 
to back it up by enough substantative evidence, whichever way you 
want to go, frankly, and.| think we would belittle the whole process if 
we tried to do a big report on the basis that we are now all experts 
and these are all of the reasons why we are going this way or that 
way. It would not do justice, | do not think, to the system at all. 


__Mr. Chairman, as far as getting more time, | frankly think 
you will find that that is going to be exceedingly difficult. | am being 
very honest. Your caucus in particular has a problem of numbers, and | 
think you will find that will be the greatest challenge. 


Mr. Chairman: That problem is improving daily! 


Mr. Ashe: Well, yes. If we get one a week, you will be all 
right! But in the short term, | am not sure that that is the salvation 
that maybe you are looking for. 


So | think we have got to recognize that we are going to 
have the Thursday mornings, and frankly are not likely to have very 
much else. And I do not know that we are ever going to get to the 
point on the Thursday morning only to finish this topic in any 
ey: detail, because we are going to have to get into what | 
S 


feel was the main envisaged role of this committee... 
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Mr. Chairman: You are right. 


Mr. Ashe: ... getting into the budget process leading up to 
the budget sometime nexf spring. So | do not know when you are going 
to do it. And to think that you are going to get an extra half-day or 
two half-days in a week--well, you are just not. It is just as simple 
as that, in my view. 


Mr. Chairman: Let us bring the--the motion on the floor 
from Mr. Foulds is that we invite Mr. Lavelle to appear before us on 
the 16th of October at 10:00 o'clock. Do you have something new to 
say to that point, Mr. McFadden? 


_ Mr. McFadden: | have one other matter, but let us deal with 
that first. 


Mr. Chairman: Is everybody ready to vote on that? All in 
favour? | 


Carried unanimously. | never would have thought so from 
the debate. All right. 


The next issue then is what do we do with the insurance 
industry, which seems to be sliding out from under our control. 


: Mr. Foulds: Well, Mr. Chairman, | think David is absolute! 
right, that we Rave to discuss--and George, | think, and Bob, have all 
basically said the same thing: what we Nave to do is decide what we 
are going to do altogether, and then we decide what we do about the 
insurance industry sliding out from under us. And | think we have to 
discuss the questions that you raised, the questions that all the 
speakers so far this morning raised. 


| do not think that we have bitten off more than we can 
chew, but | think we have to chew a hell of a lot longer than we have 
before we are going to digest the topic in front of us. And | think it 
would be senseless for us to try to write any kind of substantial 
report by the end of October. And | think that Mr. Ashe's suggestion, 
that we simply file a one-page or maybe ieee report which says 
what we have done and the scope of the task, Is all we can do. 


| think that we have undertaken this task; | think we either 
abandon it altogether or we complete the job. If we complete the job, 
which | am in favour of doing, it frankly means meeting in between 
sessions, not during the sessions, to do that work in any substantial 
way. 


_ | agree with Mr. Ashe, | do not think you are going to get any 
more time during the session that is going to make any substantial 
difference in the amount of time that we get. We might Squeeze one 
hearing out a month or something, but that is not going to add 
anything substantial over the next three months. 
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All of us have commitments to other committees, all of us 
have commitments to the legislature, all of us have commitments to 
our constituents, and we cannot juggle four balls in the air with just 
one hand. | suggest that what we do is meet on the yf useey mornings 
that have been assigned to us, hear further witnesses during that 
time, and by the end of the session we might have enough before us 
from those witnesses to write a substantial report in the first week 
or two in between sessions. That is the kind of timetable that | 
would envisage on this topic, frankly. 


And at that point, we might want to tactically look at 
corporate concentration either in other sectors, because of the 
intertwining that we begin to see already, or we may want to then 
shut down the corporate concentration examination while we get on 
with some of these other topics that have been assigned to us in the 
Treasurer's statement. 


_ That is something that we can probably, in my view, make a 
better judgment on at that point or closer to that point in time. 


_ Mr. Chairman: | have some information to report to the 
committee on with regard to the plans over the course of the fall and 
winter, which eee you should know about before we get into. 
committing our time to Corporate concentration. 


_ Mr Haggerty: Mr. Chairman, | just wanted to ag your 
attention to--the previous committee dealing with corporate law 
met, | think, for almost 10 years back in 1967, 1968, 1969. It went 
on for almost a period of 10 years. 


Mr. Ashe: They were slow. 


Mr. —a0ge ry No, but | am just saying that when you start 
dealing with such an important topic as this, you cannot do if in three 
or four months of, you know, meeting three times a week. You are 
going to have to--it is going to continue. It is a big area to get into, 
and lam just saying... 


Mr. Mackenzie: We cannot afford one or two decades, though. 


Mr. Haggerty: No, | just draw that to your attention, that it 
took them that long and we are still dealing with corporations, you 
might say, company law. | 


Mr. McFadden: Yes, but that committee, Ray, as | recall, 
came up with several different reports over the years, and that 
initiated amendments to the law. It was not the... 


Mr. Chairman: | see nothing in our instructions to prevent us 
from continuing to Took at this subject whenever we wish, if we have 
got the time. e one thing they have asked for is a report by the end 
of October, and maybe we Cannot say very much in that report. 


| think when that deadline was put on us, frankly, the 
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thought was that we were going to be started earlier than 
mid-September. 


Mr. McFadden. 


Mr. McFadden: It seems to me, David--maybe you are going 
to be reporting on this, but from what | have heard, this committee is 
going to have more to worry about than this report. 


| have heard that there is some move afoot to refer some 
estimates to this committee, number one. We have also got the 
business about looking at budget submissions or pre-budget 
submissions; that is a second area. The third one we hash talked 
about, was the idea of looking at Ontario's economic outlook. That 
came up several months ago; | do not know if that is part 
of pre-budget submissions or if that is a separate sort of little 
thing we might be doing. 


Plus, | know a couple of the people that have been here from 
the Trust Association and one of the other witnesses has suggested 
that this committee appropriately should deal with the proposed new 
Loan and Trust Corporations Act, because what they are worried about 
is sending that legislation to a committee and Starting this whole 

rocess all over vated explaining why this all came about. And | 
hink you could tell the frustration of some of the witnesses here. 
They keep going from committee to committee, and they suggested it 
MEK Ses Salse that at least that act come here to be dealt with in 
committee. 


What | am really going over here is the number of things 
that could be coming here. | look at this, and we are meeting two 
hours Thursday morning, dealing with some fairly major areas. 


Now, | know the Loan and Trust Corporations Act--!| do not 
know how far that is up on the Bevo rments agenda, but probably | 
would expect that based on good public policy, if should be dealt with 
soon, whether it is this committee or someone else. And if it comes 
to this committee, we will not have much time to deal with this 
report on corporate concentration between now and Christmas, let 
alone write pre-budget submissions and all these other things. 


So | am just suggesting it seems to me there is an avalanche 
coming down in our direction, all aimed at Thursday morning for two 
hours. Its not conceivable we could do all of that certainly between 
now and Christmas. 


So | guess what | am getting at, Mr. Chairman, is | think that 
as a committee it is going to be important for us to determine what 
the legislature and the government and all the House leaders and so on 
expect us to do. And then from there, we are going to have to figure 
out what we can cope with as a committee, given the number of hours 
that we have available. And that also has a direct effect on what we. 
report to the legislature at the end of this month, because if we come 
up with a one-page report, as George has suggested, with the idea 
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that we will come back at it, perhaps as Jim Res erase right 
after Christmas, we ought to get on with our plans in that way. But 
we certainly cannot carry on with hearings from insurance companies 
and everything else and then be carrying on with estimates, 
islation, pre-budget submissions and everything else; it is 
UdICrous. 


Mr. Chairman: | am going to cut this off now because the 
topic was to be what we are going oO do with the insurance industry. 
And | think | should raise with you at this Stee for your discussion 
because it will assist you in your opinions and delibérations, what | 
eugene to be the fhrust of what is going to be thrown at us in the 
near future. 


_ | understand that there will be an economic outlook paper 
tabled in the House very soon, and that that paper will be referred to 
our committee and we will be asked to comment on it. That paper, 
essentially, is the beginning of the budget-forming ee ease You have 
a paper which will tell us where we stand at the moment as an 
economy. 


If we are going to realistically look at it, we are going to 
need some _ input, from the Treasury. The Treasurer himself, | 
understand, is anxious to be here for a couple of sessions to look at it 
with us and then leave it with us. It may be the case that we should 
be looking at retaining a tax accountant to assess it. It may be the 
case that we should be peu Ve it with outlook papers from 
previous years, and so forth. That will take some time. 


Then the budget process itself will take, | think, a 
considerable amount of time. This government has had two budgets, 
and the first one, there was an appendix to veg about this 
particular committee and it had appendixed to it a list of, | think, 
over 100 organizations that insisted on seeing the Treasurer. 


lf we are going to assume part of that role, it might be wise 
that we ask organizations to prepare written submissions to us and 
that we pick and choose the extent to which we want to hear oral 
submissions. Nevertheless, if we are going to have a meaningful role 
genet aay In putting pach Ata a legislative submission to the 
reasurer before a budget, it seems to me to be entirely inappropriate 
that we would be assigned two hours a week to do all of that, to say 
nothing of the frustrations we have on corporate concentration. 


And that is why | would invite this committee to consider 
seeking from the House leaders and the whips some more time for 
Sitting. | valle that it is a most difficult thing, particularly for the 
Liberals. | have discussed it briefly with our own whip, and she has 
suggested that the most appropriate extra time--to me, the most 
ae OS el time would be if we could sit all the way through 
Thursday. We could start Thursday morning at 10:00, come back here 
after Question Period and work right through to 6:00 o'clock. | think 
it would be a very fruitful day. 
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| do not know that that is very conceivable... A more 
agreeable time to her would be yen eeo ey morning, in view of the 
fact that, seer iaae Select if we are nol looking at estimates or 
doing clause-by-clause we do not need a Cabinet minister with us, 
and they are meeting elsewhere. And frankly, | would like to have six 
hours a week, and that may mean meeting in the evening sometime, 
which | am Sure you are all enthusiastic about! 


Mr. Barlow: Great idea! 
Mr. Chairman: Yes, thank you. | Knew you would be, Bill! 


So that is the problem. And if we are going to accomplish 
what the House Is really asking us and will be asking us to accomplish 
in the next several weeks, | think it is important that before the 
House resumes, we anh to the House leaders and whips a very strong 
position to the effect that we are in a very difficult situation. Now 
poe S we Can move to that issue now and deal with it, because | 
hink that is what we were all sliding over into anyway. | 


And Miss Hart is here because she is going to be coming onto 


this committee shortly as a permanent representative, and | am very 
grateful to that and | welcome you. And you want to say something. 


Ms Hart: Thank you, Mr. Chairman. Thank you for letting me 
Say something. . : 

Is there any reason, even just for an extra hour on 
Wednesday, why it cannot start at 9:00? 

Mr. Chairman: On Thursday? 

Ms Hart: Yes, Thursday. 

. Mr. Chairman: | have no problem with that. Sometimes the 
traffic does, but T will just stay overnight Wednesday night. That is a 
beautiful idea, it gives us an extra hour right there. 

Mr. Foulds: We will never get started then, though. 

Mr. Ashe. Well, that is part of the problem with any startin 
time. | can_tell you how many people were here today ‘at 11:00 
o'clock: the Chairman, the Clerk and myself. 

_. Mr. Chairman: Well, yes, but most people were here by about 
eight minutes after. If we started at 9:00 and we were going by eight 
minutes after, then we have gained an hour. 

Yes, Mr. Foulds. 


Mr. Foulds: | think we are living in some kind of cloud 
cuckoo-land here. | 


Interijection: Speak for yourself! 
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Mr. Foulds: We are trying to squeeze out an extra 50 minutes 
here and 50 minutes there. That is not going to make any difference. 


lf you want this committee to meet three times a week, 
then one of the other committees is going to have to cut down on its 
hearings, and that ain't going to happen. It just ain't going to happen. 
The government and the legislature have assigned us this task, We 
have to, frankly, pick and choose what bits of that we can do in the 
time that has been assigned to us, and that is it. 


| ie would EROS mele MOO UIC ES yt any attempt to sit 
in the evening. I have sat through 15 years of sifting in the En 
in this nutty location, and any work that you get done after 6:00 
o'clock at night is not worth the powder to blow it to hell. And those 
of you that have been around as long as | have can attest to that, and 
some of you that have not been around that long. 


We can start at 9:00 o'clock In the morning on Thursdays; | 

have no objection to that. But you are not--you know, what do you 

et? You get five extra hours for the whole iling of the legislature. 

hat is what happens. And then you do not get the sittings because 
you will have private members’ hours that morning. 


' We have been assigned not a big task, we have been assigned 
an impossible task. And instead of trying to get more time to do an 
impossible job, | think what we have to do ts do what job we can do in 
the time assigned to us. 


Frankly, if you want my choice, | would think that we finish 
this damn. subject that is before us and take a look at the economic 
outlook. And if we get that done before the spring budget, we will be 
bloody lucky. And let's do it. Let's not futz around with all these 
other permutations and combinations. 


Mr. Chairman: You are saying this job and the economic 
outlook. 


Mr. Foulds: Yes. 


Mr. Chairman: So we would adjourn the consideration of this 
matter once the paper comes down. 


_. Mr Eoulds: Maybe, maybe not. Maybe we take a look at it and 
see it is such a thin piece of work that we decide to leave it to two 
weeks before the budget. We can do it then._ Maybe it is such a 
substantial piece of work, we set this aside. But we cannot make 
that judgment until we see it. 


Mr. Chairman: Mr. Callahan and Mr. Ferraro. 


Mr. Callahan: Has all of this arisen from Mr. Lavelle not 
being able to make It today? 
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Mr. Foulds: No, we have resolved that. 
Mr. McFadden: It gave us the time to talk about it. 


Mr. Callahan: It seems to me that--and you pear will all 
oe ania ce to hear this, but | will not be with you for the balance of 
e sittings. 


Several members: No! 
Mr. Callahan: | am being yo-yo'd to another committee. 


But it seems to le recollection was that the 
clause-by-clause of the new Loan and Trust Company Act was going to 
be done by the Committee on the Administration of Justice. Now, | 
think you Could certainly serve a very fruitful ae hee by delivering a 
report with reference to what we have heard thus far on the question 
of loan and trust companies. And that could be made available to the 
Justice committee when they review clause-by-clause. 


As far as the question of concentration of ownership, we 
have heard a little bit about that but really gh rl read more about 
it than heard. So | am wondering if the committee would not be 
fulfilling at least part of its mandate by preparing--and | would think 
that we could do that at this time, having heard what we did--an 
overview, at least for the Committee on the Administration of 
Justice, so that when they got through the clause-by-clause they will 
not have to hear the witnesses over again; they will have the benefit 
of the report. And then ask leave of the House to consider the broader 

uestion of concentration perhaps at a designated time, be that after 
the Houses ceases to sit, after Christmas or early in the new year, 
or--| do not think it is reasonable that you would be able to slot in 
enough time between now and then while the House Is sitting, on an 
issue of that magnitude. 


But | certainly would encourage the committee to put 
together a report for the benefit of those sitting on the 
Administration of Justice Committee because they are going to either 
have to have that report, or they are going to have to_go through the 
whole routine all over again. And | agree with Mr. McFadden that that 
would--| think that was what you were suggesting, and that seems to 
me to totally negatize anything that has been done by this committee 
since whenever it started sitting. 


at So you know, | think that is not an unreasonable approach to 
ake. 


Mr. Chairman: Thank you. | think we should include in any 
report any feelings we have on Bill 116. 


Mr. Ferraro and Mr. McFadden. 


Mr. Ferraro: Thank you, Mr. Chairman. | will try to be brief. 
| am not sure this is going to add a hell of a lot to what has 
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previously been said; however, a couple of remarks. 


Sl Siar | endorse Mr. Foulds's suggestion that we do not 
have night sitfings. | think the logistics of everybody's timetables 
just make it inhuman to suggest that. 


| do not have any problem about extending, whether it is 
9:00 o'clock or getting an extra five hours during the session, or 
whateve the case may be. | would say to the committee that whether 
we are dealing with a number of topics that at this juncture are 
hypothetical, the proof of the Rue Cucats going to be when we finally 
get our timetable and whatever the House leaders decide they are 
going to send our way. 


| would suggest as well from my own point of view that 
Painaps the most pera from my perspective, undertaking that 
this committee will do will be the budgetary considerations. And 
indeed, in my personal discussions with the Treasurer he was 
certainly looking forward to active, vital input from this committee 
in that regard. 


; The other areas are also exciting, but as indicated by 
previous members, time constraints just do not permit It. 


So quite frankly the bottom line, Mr. Chairman, is | suggest 
that we do what we are doing, carry on, do the best we can with what 
we have got. If we get too much on our plate, quite frankly all we do 
is say, "Look, fellows, there's just no way," and we pick and choose 
and/or make suggestions. | mean, you know, they cannot ask you to do 
the impossible. ell, they can ask you, but you do not necessarily 
have to do that. And | am not too hung up on considering all the 
matters until we find out exactly what they are suggesting we 
undertake, and do the best we can. 


Mr. Chairman: All right. 
Mr. McFadden and Dr. Henderson. 


_ Mr McFadden: | am just looking at the schedule of 
committee meetings as adopted by the House on April 28th. It is 
curious that given the topics that fhis committee is expected to be 
looking into and the amount of work that is entailed in it, that we 
have probably the worst single period of time available. 


Mr. Chairman: That is because we are new, though. | do not 
think they have really looked at us. 


Mr. McFadden: No, | am just saying that it is ironical that 
we are confronted with a schedule like this that leaves us two hours 
in the morning, when private members' hours are on. Resource 
Development has three afternoons; the Social Development Committee 
has three afternoons; Administration of Justice appears at 2:00; 
General Government has both morning and afternoon on Thursday. 
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__ If we are serious about what we are doing, this schedule has 
to be In some way amended. | mean, if we are still going to be stuck 
with Thursday morning, then we certainly are going to have to have at 
least a Wednesday morning, as the Chairman has suggested, or some 
ai ue spot. Or we should get off Thursday morning and do some 
other spot. 7 


10) | mean, | just think that the Thursday morning he is 
ridiculous in view of the workload we have got, even if we unload 
two-thirds of the list | went over with you this morning, that | have 
heard may be sent our way. 


So | would like to suggest, Mr. Chairman--| do not know if 
you are meeting with the government House leader, and from our side 
we can talk to our House leader's office, but certainly if this 
committee is gang to function and do anything, this schedule is 
completely useless and it does not in any way reflect the workload 
this committee is being asked to carry. 


Mr. Chairman: Would you like to put a motion on the floor? 
Mr. Ferraro: Do you need a motion per se? 


Mr. Chairman: Well, | was gathering from you and Mr. Foulds 
that you were not asking for more time. 


Mr. Ferraro: Well, not night sittings. 


Mr. Chairman: Not night sittings. But you are prepared to sit 
two or three times a week if necessary, if we can work Itin the... 


Mr. Foulds: No, | am not prepared to sit another sittin 
unless one of the other committees gets nocked off, because it just 
is not going to happen. 

Mr. Ferraro: | agree with you. 

Mr. Foulds: You take a look at the slots and see where you 
can meet; you cannot. You have not got the committee rooms and you 
have not got the manpower. Let's be realistic about it. 


| think Dr. Henderson has been trying to speak to this for 
quite some time, so why don't we recognize him. 


. Mr. Chairman: | think | am hearing a consensus then, | was 
misunderstanding if, that we--except it Includes demanding that 
some other committees have their hours cut back. 

Dr. Henderson. 


Mr. Henderson: Mr. Foulds rightly intuits from my vigorous 
nods that I fully agree with everything he said. 


lt seems to me that, you know, | think we have all had this 
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experience that a committee does its job in a little more than the 
time you set out to_do it in. And it does not matter whether it is 5 
hours or 3 nours or 500 hours, we are going to be pressed for time and 
ise will get it done. And | kind of think the thing to do is get on with 
it. 


| also had better say that, like Mr. Callahan, | am being 
pulled from the committee, so you can attach whatever weight you 
want to my views. 


. Mr. McFadden: Can | make a suggestion? One minor 
batalla at we could make that may not be a problem--but | do 
not know everybody's schedule--is if we could exchange, for example, 
Wednesday_and Thursday morning with another committee. | do not 
know what Ombudsman Committee is doing, for example, or Regulated 
Private Bills Committee, how heavy their schedules are. 


Mr. Haggerty: Both Bob and | are on tt. 
Mr. McFadden: | am sure it is a very important committee . . . 
Mr. Callahan: It is key. 


Mr. McFadden: What | was Sule to poe. though, what 
might be helpful given our agenda, which seems to be guite large and 
ne e fixed, perhaps might even be to exchange mornings. At least 
that would give us more time, you know. 


Mr. Ferraro: | am going to have a problem, Mr. Chairman, a 
conflict, and T suspect others are going to have a conflict. But one 
ciel | would like to clarify, when | said | was in tandem with Mr. 

oulds on not sitting at night, | totally am, but | thought | had heard 
from Mr. Foulds as well that he was prepared to sit an hour earlier or 
indeed on Thursday afternoon. Can we get that clarified? 


Mr. Foulds: | am certainly not prepared to sit on Thursda 
afternoon. Three other committees are STing on Thursday afternoon, 


| mean, you cannot run a legislature that way. You cannot 
have four major committees sitting in the legislature. The place 
becomes a Zoo. . 


Mr. Ashe: No, no, it does not become a zoo; it becomes a 
worse ZOO! 


Mr. ees Okay. | think | am hearing a consensus that 
we can start at 9:00 oclock in the morning, and | think | am hearing a 
consensus that we would like more time. And Mr. Foulds is making it 


very clear that that more time has to be at the expense of another 
committee. 


Mr. Foulds: | am not anxious to have more time, let me make 
that very clear. hat is the committee's wish and the legislature's 
wish, | am willing to sit more time, another sitting, provided one of 
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the other committees gets cut back. And | think you will find that 
ets the position of all of the House leaders and all of the whips, 
rankly. 


| am not prepared to sit Thursday afternoon when you have 
got three major committees sitting. 


Mr. Chairman: Mr. Carrozza wants to say something. 


. The Clerk: | do not wish to throw any cold water on your 
discussion but T think you should be aware that the legislature--three 
House leaders decided the schedule of the committee. Now, if you 
wish to meet at other times then you will have to ask them 
permission to do that. That is according to your own standing orders. 


And the difficulty here is that, as Mr. Foulds said, if you 
wish to meet at another time it is going to be difficult because under 
Our standing orders only two committees can meet at a certain time. 
You cannot meet on Thursday morning because that is for caucus, and 
Monday it is very difficult to get down to Toronto for the members. 
You have to speak to your House leaders to see what time can be given 
to you, then move a motion to request that. 


Mr. Chairman: That is what we are hopefully leading up to 
and hopefully the House leaders will grapple with this ‘on Thursday of 
this week so that by the time the House is sitting again, we will have 
everything solved. 


Mr. Foulds: Let me just say, from a personal point of view, | 
would be very loath to sit on Thursday afternoon because my plane 
leaves at 6:30. Unless there is a vote in the House, | do not stay. 


EA Mr. Haggerty: You mean you are only here three and a half 
ays! 


Mr. Foulds: You guys may think it is funny, but when you 
have to ui a thousand miles--] mean, you cannot drive it in an hour 
and a half the way most of you people can. | mean, it means an extra 
day of travelling for me. Thank you very much, | can do without it. 


Mr. nae Mr. McFadden, | did not understand what you 
were saying when you suggested we switch with Ombudsman. What 
would that accomplish? 


Mr. McFadden: The only reason | am suggesting that was that 
the Thursday morning is the worst morning of the week to sit. We of 
course only have two ones here to sit, but Thursday morning has 
the private members’ period trom 10:00 till 12:00 in the House; during 
the course of the spring sitting a number of us had to speak in the 
House, were in there to vote. So effectively we start a little after 
10:00, some of the committee members are not even here until 11:00 
because Oey. are speaking in the first hour, or others miss the second 
hour. And then the bell starts to ring before noon, so we effectively 
are out of here. So we do not even have two hours. We are probably 
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down to about an hour and a half. 


My point on Wednesday morning was at least there is no 
House sitting, there are no division bells, and we might be able to go 
through from 10:00 to 12:30 that day. 


Mr. Ferraro: Except if we are on another committee. 


Mr. McFadden: That was the only reason why | suggested it: 
| wondered if it would be feasible to exchange times wiih one o 
those three committees which may not have as heavy a workload. 


| know it is the House leaders' decision and so on, but it ma 
be that one of those three could move over to Thursday because they 
are not faced with the workload that we have got, | can tell you. 


Mr. Foulds: That certainly is a request that is very sensible 
and one that I have absolutely no difficulty with, that if you have got 
a fairly heavy committee like ours Wednesday would make a hell of a 
lot more sense than Thursday morning. | 


Mr. Chairman: Mr. Barlow. 
Mr. Mackenzie: | would have no difficulty with that either. 


Mr. Barlow: The only thing | would add is if we are talking 
about having an extra sitting--Wednesday morning makes good sense 
for us to meet that day, but if we are talking about having an extra 
sitting day, Tuesday and Wednesday afternoons only have two 
committees, as you Can all observe from this, areeou know, maybe 
we can get slotted in for either Tuesday or Wednesday afternoon if we 
want to have a second sitting day between sessions. - 


Mr. Foulds: But only two committees can sit. 
Mr. Ashe: No, there are three shown on Monday and Thursday. 


Mr. Foulds: Frankly, the other committees are going through 
the same argument. The Resources Development Committee has a 
whole pile of estimates and legislation before it. And there are 490 
hours of estimates that have to be dealt with before this House 
adjourns. There is legislation before the Justice committee that is 
piled up for a year. 


_ Mr Chairman: Well, the Clerk has mentioned to us--! think 
the point he is trying to make is that we are not going to accomplish 
anything with this debate unless we either pass a resolution or reach 
a consensus that we approach the House leaders to do something. Am 
| hearing a consensus‘ 


Mr. Ashe: | think it is that we need more time. At the 
minimum, we Rave got to switch days. 


Mr. McFadden: | notice that Monday morning--any of the 
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parties have caucus on Monday morning? 


Mr. Foulds: You are not going to get an poet here on Monday 
morning. Let us falk realistically, for crying ouf loud. | 


Mr. Callahan: Awfully testy this morning! 


Mr. Foulds: No, but Monday morning you are not going to get 
anybody. 


Mr. Callahan: They are really testy, are they not? All | was 
going to say was that It seems to me that Monday in the teow has been 


avoided because we were operating under a schedule which said 
Wednesday was Cabinet meetings, and for our meetings we met on 
Friday. That was reasonable because it gave people two full days in 
their riding and they did not have to come back until Monday morning. 


_Now they have got Friday off, so why could that not be 
looked at in terms of adjusting that for Monday morning sittings? You 
would get a full morning there, and you could pick up a full morning 
someplace else. 


Mr. Chairman: Mr. Ferraro and Mr. McFadden. 


Mr. Ferraro: Mr. Chairman, for the second time--! think we 
can go around the mulberry bush here until | grow hair. | do not think 
eo are going to get much movement on the part of the House leaders. 

ine, if you want to ask them, go ahead. | have alot of sympathy 
with a lot of the discussion that has taken place; for example, if you 
move to Wednesday, | am scheduled to be on another committee, and 
you are going to have that--and | suspect that is going to be the 
reaction of the House leaders. They are going to say the hell with it. 


_ Quite frankly, | do not have any problem with that, if you can 
work it out. | think it is dubious. | think we have got to work with 
what is scheduled. At the very minimum | do not have a problem, and | 
am not sensing anybody else does, with starting at 9:00 o'clock, and 
Quite frankly | think that is the most viable approach to take until we 
find out exactly what is on our plate, and we do the best we can with 
what we have got. We grab an extra hour and that is it. We cannot do 
the impossible. 


Mr. Chairman: Mr. McFadden. 


Mr. McFadden: Maybe just to get something going here, | will 
make a motion that we first approach the House leaders about sitting 
Wednesday morning, with the intent of having one of the committees 
now sitting on Wednesday sit on Thursday in our place. 


Mr. Ferraro: Which one? 
Mr. McFadden: | think that is something the House leaders 


might take a look at in terms of the membership of the committees, 
and see if it would be possible to move it. But | would like to move 
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that we seek to sit on Wednesday rather than Thursday morning, and 
that would give us clearer time. 


Mr. Chairman: In place of another committee? 


Mr. McFadden: Well, unless they decide to go with four 
committees, but I think that is a bit much. 


Mr. Ferraro: | think you are asking the impossible. 


Mr. Callahan: That creates a problem already because Ruben 
and | are both on regs. 


_ Mr. McFadden: | thought you were not coming to the 
committee any more? 


Mr. Callahan: | am not, but Ruben--Jim Henderson ison... 
Mr. McFadden: He is gone off too. |amnotsure... 


Mr. Foulds: Can | second Mr. McFadden's motion, and then 
people can debate it? 


Mr. Chairman: Let us hear an explanation again, Mr. 
McFadden. You are saying we would have an easier morning. 


Mr. McFadden: Yes. | am moving that we sit on Wednesday 
rather than Thursday morning, and that we request--| do not know the 
official word sak may_want to use--we request that we sit on 
Wednesday rather than Thursday morning, and we exchange our time 
period with another committee which its most feasible. 


Mr. Chairman: All right. That motion is on the floor. 

_ | might just point out to the committee that, generally 
Speaking, Wednesday probably will be a rie that the media will have 
less interest in than Thursday because of the Cabinet sitting, but be 
that as it may. 


Mr. Foulds: They certainly have not been cramming at the 
doors for the last four weeks. 


Mr. Chairman: Any other discussion? 

All right. Do you want to incorporate ‘in that, that 
regardiess of what happens we will start sitting at 9:00 o'clock in 
the morning? 

Mr. Foulds: That is another debate. 


Mr. Chairman: That is another debate? All right. All in 
favour of Mr. McFadden's motion. Opposed. 


Carried. 
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All right. And now, any other motions? 
Mr. Haggerty, you are moving? 
Mr. Haggerty: Yes, start at 9:00. 


Mr. Chairman: Any discussion? This is regardless of what 
aay as long as if is a morning session we are talking about. All in 
avour’ 


Mr. Foulds: | am going to oppose that, Mr. Chairman. | oppose 
the starting time of 9:00. g de not ee about the rest of you AB | 
like to pone my constituency office every morning, and | would like 


at least a half an hour when somebody is in that Office to be able to 
phone them. 


Mr. Chairman: Why do you not get them to come in at 8:30? 
Mr. Foulds: | phone them between 9:00 and 9:30. 


___ | mean, | intend to take my responsibilities seriously on this 
committee. If we start at 9:00, that is impossible to do. 


Mr. Ferraro: Quite frankly, Mr. Chairman, we all at one time 
or another leave the committee to make phone calls. | do not think 
that is necessarily going to detract immensely from your 


participation on the committee. 


Mr. Foulds: | am quite ha to start at 9:30, but | am not 
going to start at 9:00. 3 Ante 


Mr. Chairman: Just going back to the motion, Mr. Haggerty's 
motion is that we start at 9:00 o'clock if we are meeting on 
Thursdays, or if we are meeting on Wednesday or Thursday? 


eae me If we start at 9:00, as indicated in black and 
white, it will be 9: efore we get going. 


Mr. Chairman: Yes. So you are still staying 9:00 o'clock 
regardless? : 


Mr. Haggerty: Yes. 

Mr. Chairman: All right. — 

Mr. Ashe: If we want to start at 9:30, it should probably be 
about 9:12, and then we are all at least 18 minutes lates. Thaf will 
make it 9:30. 

Mr. Chairman: Miss Hart. 


| Ms Hart: | did not vote last time, assuming that | am not on 
the committee, and Mr. Callahan did not either. Before we take this 
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vote, can we Clarify who can vote? 


Mr. Callahan: Only Mr. Callahan can vote. Not only Mr. 
Callahan, but no, Tam afraid you cannot voie. 


Ms Hart: That is fine, Mr. Chairman. 


Mr. Chairman: All right. Everyone understand the motion? 
All in favour. Opposed. 


Carried. 


There is one other area, if | may just_discuss the 
expectations we have with this economic paper. Mr. Bond indicates 
that he is having some old economic papers... 


Mr. Bond: | was hoping to get a copy of last year's 
eee statement for you to have a look at. So far, all | have is 
he statement to the legislature made by Mr. Nixon on July Il, but | 
also have a copy of the mini-budget. Oh, it is here now. 


Mr. Chairman: | think we can anticipate that when this paper 
comes down, it is going to be referred to our committee and the 
legislature is going to ask our committee to review it. 


Mr. McFadden: May | ask you what exactly that involves? | 
can see sitting with Mr. Nixon and chatting with him about his ideas 
and what Is in back of it, but then will we actively beat the bush to 
get the delegations here? | 


Mr. Ferraro: He will send them here. 
Mr. McFadden: Who will send them here? 
Mr. Ferraro: The Treasurer. 


Mr. Foulds: | find the arrogance of the_new Liberal 
overnment EIAs hey reminiscent of what took the Tories almost 
0 years to develop. The Treasurer will send the witnesses here? We 

will poe what witnesses we choose. Where is your backbone? 
Don't the Liberal backbenchers have any... 


Mr. Chairman: Regardless of Mr. Foulds' views, we have an 

open government, and we want the legislature to partake in the 
overnment--in the budget preparation process. Now, | know Mr. 
oulds will prefer to be on the phone with his constituency. 


Now, perhaps Mr. Bond would like to make a few comments 
on how we can grapple with this paper when we get it, and whether or 
not we need some assistance. 


Mr. Bond: | think it has been recommended by members of 
the committee itself that we have personnel from the Ministry of 
Treasury here before us to provide information as to how the budget 
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and estimates are prepared. This information should be obtained 
before the committee establishes its mandate and allocates its time 
for future work. 


Mr. Chairman: You are looking ata Peel prepared as a result 
of an organizational meeting we had on the 8th of May in which Mr. 
Foulds suggested the committee should hire economists and tax 
specialists and experts so that we can take positions independent of 
the government. And we may be at that point. 


Do you feel we should wait until the... 
Mr. Ferraro: | think it is premature, Mr. Chairman. 


The Clerk: | think we should look at Standing Order No. 90, 
the paper just passed down here, regarding the schedule. If you read 
that standing order, that is your reference in the standing orders of 
the legislation. Standing Order 90. 


Mr. Chairman: | think what Mr. Ferraro is suggesting now is 
that we have not looked at the paper yet. Is there anything that 
anybody could be doing in preparation for receiving the paper, or 
really would we have to wait until we have it before... 


Mr. Bond: | think we should be getting the paper fairly soon. 
| wanted fo provide you with last yeaHeA "An Economic Gutlook" is 
rather a new--it_is a new name for the pre-budget paper that is 
produced by the Treasury usually every fall. 


For 1985, there does not seem to have been one statement. 
It seems to_have been a collection of different statements by the 
Treasurer. But usually it is produced as one booklet which goes over... 


Mr. Ashe: That is where you put out several positions and 
always refer fo the one that was right! ; ; 


Mr. Chairman: Is that the way you do it? 
Mr. Bond: | think it would be good to refer to, as well as last 
ear's statement, (otto di legiade Seist Statements made by previous 
Treasurers as well. We might need to seek special--some expertise 
in the tax field especially. If members do not feel they have the 


ea background, if would be beneficial to have such experts 
attached io the committee. 


Mr. Callahan: Michael Wilson! 
Mr. Chairman: It begs a lot of questions... 


Mr. Ferraro: We can have some names suggested to the 
committee when we get to that point. 


Mr. Chairman: ... whether or not we can really ever look at 
anything as well as the whole civil service can. 
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Mr. Ashe: We can all turn in our non-partisan lists. 
Mr. Ferraro: Some of them will be longer than others. 
Mr. Chairman: Mr. Foulds. 


Mr. Foulds: All kidding and jocular internecine jabs aside, | 
think it is very important that if we are taking a look at the economic 
outlook that we have available to us assistance that makes sense. 
The fact that we may not have all of the expertise available through 
the civil service to us is neither here nor there. 


py legislative committees in some instances have 
produced reports and information that is, if you will pardon me for 
saying so, Mr. Chairman, much more open, much more frank and much 
more direct than any government ministry in spite of its expertise 
because both the civil service and the government have a natural 
inclination to edit the information they have available in order to 
best present the case that they decide on. That is their job. 


Our job as a so-called aes non-partisan committee (ha 
ha!) but at least as an all-party commitiee is to look at this matter in 
the way that we would hope the public would look at it, 
eae ae of the people of Ontario. For that, | think we need 
some help. 


The fact that we are not going to get all of the experts and 
all of the help that we would like should not deter us from at least 
making an attempt at it. And | think that David Bond is right, that 
probably the area in which most of us would feel we need some 
additional espenee initially is the tax area. It is a very complex one. 
It is one that most of us have a fairly superficial understanding of 
because we fill in Our own income tax and we pay sales tax, but 
frankly a lot of our understanding does not go a lot beyond that. 


| would suggest that perhaps you and David, in consultation 
with the Steering Committee, make a recommendation to the whole 
committee about who and what and at what point that should be made 
available to us. It is the only way, | think, we can get some useful 
recommendation before the committee to debate sensibly. 


Mr. McFadden: When is your anticipation, Mr. Chairman, that 
this particular Piece would start? Is it.your anticipation that this 
would be about mid-November? Or when is this statement scheduled 
to come out? | heard it was November, but am | wrong in that? 


Mr. Chairman: It could be sooner than that. 


ped Mr. Foulds: | think the government has moved up its agenda, 
avid. 


Mr. Ashe: They are anticipating some event. 
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Mr. Chairman: | take it from what Mr. Foulds is See: then, 
that there might be a direction to the Steering Committee to look at 
the possibilities and report back to the committee insofar as an 
inventory of experts. And there is an Peel of C.V.s that was 
prepared by Mr. Bond's predecessor, actually, that we can perhaps 
meet and look at sometime in the near future. 


Okay. That sounds good. 
Any other business? 


_ Mr. McFadden: May | ask one just one matter? Is the 
otential of estimates ei to this committee--| have heard that 
hat is a possibility from our House leader's staff. 


_ Now | do not know if, David, that is your information or that 
is the information the NDP have got from their office or not, but | 
have heard that that is a possibility. 


Mr. Chairman: Well, | think historically there was--and this 
was before Twas here... 


Mr. Callahan: Is that B.C? 


_ Mr Chairman: B.C., B.D.C. There was a thought that this 
committee would take all estimates and would become an expert 
committee on estimates. That really was not the thrust of the 
Treasurer's statement in October, 1985, and it is not very apparent in 
the order setting out our terms of reference. 


In view of the time constraints on us, | think we--this is 
one of the picking-and-choosings--we are not going to be able to both 
have some sort of input into a budget and, as well, look into the 
estimates of any ministers. 


_ Mr. Mackenzie: | think the only reason it is surfacing is that 
the estimate hours are just clogging up every other committee. 


_ Mr. Chairman: And the other committees may be saying, let's 
send it on fo Finance. 


So that is my reaction, to try--and there has been some 
ean that maybe we should be doing clause-by-clause of Bill 
116. Well, you could see other bills down the pike that eventuall 
eels would think we might be more appropriate to look at, but 

hink Mr. Callahan Seucoeslaye in that regard are quite full of merit. 
Bill 116 has now jusf finished first reading. We can certainly 
comment on it at that point, and the Justice committee could review 
our comments and hopefully not call the same witnesses again. But 
that is Just my Own reaction. 


The committee maybe feels very differently, but | think if 
we are going to have some valuable input into the budget we are not 
going to have time for these other things, especially if we are going 
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to do a more thorough report on corporate concentration as well. 


Mr. Foulds: If | could just speak to that very briefly? | 
think we should frankly, as a committee, resist very vigourously any 
attempt to unload estimates on us. It is nuts. We have already got a 
workload that is astronomical. 


| am not so sure about legislation, but | think we should be 

very chogsy, very choosy indeed about what legislation we accept, 

because once you Start that floodgate it becomes awful easy for 

House leaders, let me tell you, to say, "Oh, well, we've got a problem 

HEL, We'll just make them postpone their other work and deal with 
icé 


So that | would deal with that in a very, very careful way 
because | think if the committee is to be a useful committee it has 
to, aS a number of us have said, choose what it is going to consider 
and how it is going to consider it. If it is going to be a worthwhile 
committee, and | hope it is, it has to be seen to be somewhat 
independent in terms of taking marching orders from the various 
House leaders. 


_Mr Henderson: Can acommittee turn down something that is 
sent to It: 


Mr. Foulds: Sure. | mean, if we aC a referral we can just--| 
mean, technically you accept a referral, but there is no time in which 
you have to consider that. You can just, say, consider that in seven or 
eight months, and in effect you are throwing it back to the House 
leaders’ laps. 


Mr. Chairman: | think the rules would provide, though, that 
we have to do something. For instance, we cannot just ignore the 
referral on corporate concentration. We have got to do something. 


Mr. Foulds: Yes, you are absolutely right. But you can refer 
back to the House saying that we have considered this for half an hour 
and decided it Is Bevan Our mandate. | mean, there are all kinds of 
ways you can do that. 


The Clerk: Also, if the estimates are sent to this committee 
it does not necessarily mean that you have to use the hours allotted. 
You can do it in five minutes if you so wish. 


Mr. Foulds: Yes. 


co Mr. Chairman: Maybe if we got that reputation, a lot of 
ministers would like their estimates sent here. 


Mr. Callahan. 
Mr. Callahan: You are looking at an area of corporate 


concentration. | do not think, in my feeling of this committee, that 
you have any idea yet how broad or narrow that entire topic is. And 
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what we did on the Health committee, recognizing that it was equally 
a broad subject, was we got some consultants to map out a plan as to 
what exactly we were going to look at. 


| am not sure that maybe that is not necessary here as well. 
| mean, you could have people trom every sector that you might--once 
you study the financial aspect of it you are going to then probably go 
on to other aspects of it, because It is not a very singular issue. | 
mean, there are all sorts of implementations. 


You Sele cannot review this, unless you want to, in its 
total depth. You should really have a game ee to what you are 
going to review, and then you can measure the time that is required 
or it. | think to go back to the House leaders now and tell them, 
"Well, we cannot handle it," really does not solve the question. It 
begs the question, because you will go back to them and they will say, 
"Well, how much time do you need?" Well, you really do not know. 
ae you will not know unless you get Someone who can prepare a plan 
Or yOu. 


And that is exactly what we did on the Select Committee of 

Health: we got consultants to give us a basic plan, but it was not as 

far-ranging so you are not going to be jumping all over the place. And 

pS you really need that before you can even give an estimate of 
e time. 


Mr. Chairman: You are talking about corporate 
concentration : 


Mr. Callahan: Yes. 


Mr. Chairman: Well, | would suggest if we do that, that is 
for a subsequent report. We are cer ay not--| think that Is 
something we should look at after we have tackled our interim report, 
and to what extent we wantto... 


Mr. Callahan: Well, interestingly enough, David, we were 
required to prepare an interim report to the legislature for this 
session, and we felt that we were not even able to prepare an interim 
report without knowing the parameters within which we were 
reporting. So as | said before,.! think the only thing that | have heard 
at this committee--we have heard a lot of innuendo about corporate 
concentration, but the only we | have heard is the question of the 
Loan and Trust Company bill, in terms of cross-ownership and so on. | 
think you could report to the House on that. You certainly have 
enough, | think, to do that. But at the same time, you may want to get 
consultants to give you the parameters within which you work for 
corporate concentration. 


Mr. Chairman: Well, that is something we all should bear in 
mind, then, when we are preparing our interim report. 


- Mr. Callahan: | think Trevor Eyton could have given you that, 
in fact. Iran into Trevor at the reception for Bourassa, and he told 
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me that he had been notified so quickly that he really did not have an 
OPPeruDity to get’anything prepared, So he gave you that off the top 
of nis head. 


Now, there is a guy that if you gave him enough time--now 
mind you, that is not an independent consultant, obviously--but you 
could certainly get someone, | am sure, who would be independent, 
who would tell you exactly what the problems are in terms of any 
areas you want to address. 


VME epee All right. | think we have had a good 
discussion on that topic and on the topic generally of what we are 
going to do. 


_ | have a good idea now of what the consensus is of the 
committee as to how we should handle our time. There is just one 
small matter that we have not solved, getting back to corporate 
concentration specifically, and that is, is there something we want to 
do with regard to the insurance industry? 


Mr. McFadden: Do in what sense? 


Mr. Chairman: Well, we would seem to be--we have an 
industry-written submission, we have one from Sun Life. London Life 
will do one, but they are saying it is not going to say very much. 
Nobody particularly wants to come here. Is that satisfactory “ 


Mr. Ferraro. 

Mr. Ferraro: Mr. Chairman, might | suggest--have we 
approached Co-operators' Insurance? It is certainly one of the lagest 
co-operative insurance... 

Mr. Chairman: They are accident... 


Mr. Ferraro: No, they do everything. Are we talking about 
just life insurance? y eae g 


Mr. Bond: No, we are talking about mutual and life. 


_ Mr. Ferraro: Might | suggest you contact them, because | had 
a meeting with their board several months back and they were very 
receptive to CRE ADNONED They are very large, extremely large. 
They are in Guelph. And they might not be as resistant as perhaps 
some of the unco-operatives. 


_ Mr. Chairman: All right. Now, obviously, they would need 
some time. 


| do not want to re-raise all that issue, bu--okay, we will 
approach them. 


Mr. Haggerty. 


F-27 


Mr. Aare Yes. What about looking to some offshore 
insurance such as AEtna Insurance, which has quite a bit of pension 
funds sitting on the American side that have been manufactured or... 
Mr. Chairman: We have approached Economical Mutual and... 
The Clerk: Manufacturers Life, Sun Life... 
Mr. Ferraro: Paramutual? 


The Clerk: No. 


Mr. Ferraro: Why do you not just try and do the major ones? 
aT KAR: ees | think some of the ones that you have named 

are either life only or general only. | think the idea is to try and get.. 
_ . Mr. Chairman: All right. | think | am getting a consensus. 
We invite London Life to give us a written submission, and we 


continue to approach other major insurance companies hoping that we 
will find one that will bite. 


_ Mr. Foulds: Mr. Chairman, | do not mean to raise this as an 
immediate possi utty but if they are terribly resistant we could look 
at the posse of, after looking at written submissions--| do not 
know w VIBE OPiS are nervous about appearing, | really do not. | do not 
want to threaten them in any way, but it seems to me that if there is 
an area in the financial sector that we need clarification from, we 
may have to look at the possibility of asking for a speaker's warrant. 


_. Mr. Chairman: | think.we would want to be pretty clear on 
what it is we need fo have clarified. 


_ . Mr Eoulds: Yes, | would agree. But after we get the written 
submissions, we may very well want to look at that. 


Mr. McFadden: Mr. Chairman, just on the area of warrants. 
We are asking people here to give us their ideas on eu aien and on 
the approach to corporate concentration. Jim, | do not know, to bring 
a warrant, to force somebody to come down here and give us their 
opinions and information, | think is a bit severe. 


_ | mean, if we were investigating a breach in the industry or 
something that was improperly done, | would agree with that. | have 
an idea that the witnesses who are reluctant--and we have seen a 
number of witnesses; | guess the ones who app ee ee were probably 
less reluctant than others--but | gather the problem is that this issue 
is sO broad that a lot of them have not really addressed this whole 
area of corporate concentration as companies. 


OO _| mean, obviously Trilon and that whole group have because 
it is of immediate importance to them, but | do not think a lot of 
companies have particularly addressed themselves to this. 
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Secondly, and it goes, | think, back to the point that Jim 
made here--| am glad the press are not here--in the sense that, | 
gather there is a perception out there, and it, is not created by this 
committee, that if you get involved with coming before groups like 
ours it is like the "sfar chamber." You know, you walk in here and you 
get hammered. And you are only coming down voluntarily to give 
information, and | do not know--there is a public perception out 
there, at least among the type of people we want, that that Is a 


possibility. : 


_ Now Ray, over the years this particular standing 
committee will develop the reputation of a committee that will give 
ie an opportunity to come, express your views, and not be needlessly 

arrassed or intimidated. And it is not the Public Accounts 
committee, it is not another kind of committee. We are here to hear 
ore people. Whether we agree with their ideas or think it is bizarre 
is fine. 


| mean, we can have our own views, but | would hope that we 
could get a reputation of being the kind of committee that people will 
feel it 1S an honour to go to and we are always good listeners, and we 
will take them seriously and talk to the Treasurer or legislature or 
anyone else about what we are hearing. 


So my worry, Jim, on your idea of the warrant is that | think 
that transmits at the start totally the wrong message, because if we 
got into that then it would look like we are some sort of an economic 
Star chamber that is chasing people around Ontario. And | think we 
want to come out with a totally different image so that peeps will 
feel in time that It is a good idea to come here, whereas | think that a 
lot of people right now are not quite sure if it is or it is not, and what 
kind of treatment they will get. - 


So | think we have got a job, to some extent, to sell it as a 
good committee that people will want to come to. 


_ Mr. Foulds: If | could just speak to that, Mr. Chairman. | 
believe in the saying "You can catch more flies with honey than you 
can ee NE ar," and so | agree certainly with the tone of your 
remarks, David. 


_ | guess all | am saying is that there may be a point at which 
there is a ey piee? of the puzzle that we need to--that we feel as a 
committee, at that point, that we need to get information. And let us 


ans a look at it at that time to see what is the best way of getting 
it. 


| think perhaps, frankly, one of the reasons that people 
are--the reasons that people may be reluctant to appeah before us are 
twofold. One is the reason that you gave, the pare a that 
legislative and parliamentary committees are out to pillory any poor 
soul who happens to walk in to volunteer his opinion, which | agree 
we do not want to give. 
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Secondly, it simply may be the notice problem, That is, 
through nobody's fault we started late, we started contacting people 
late. These are all very busy people, and with such a serious topic | 
think most people who would want to Aa Pte before us would want to 
de us a serious presentation, and not just something off the cuff. 

nd | am quite sympathetic to those views. 


So | think our best approach for the time being, at least, 
certainly is to continue to contact the insurance companies to see if 
there is one, as Rick See etaiel like Co-operators, who might be 
ye to appear, and maybe go back to those that, have expressed a 
reluctance but are quite willing to put something in writing to us, to 
see--maybe the Chairman himself can contact them to feel them out 
and find out what their areas of concern are and perhaps allay some of 
those concerns. And we could make a commitment that we would keep 
the questions on the brief that was presented. 


| mean, if they want that kind of commitment from us ahead 

of time It may be something as simple as that, you know, that for the 

reasons David has outlined it would reassure them if we would Say, 

you know, this is the topic, that is fine, that is what we will question 

Ae on in terms of our enlightenment and our seeking of information. 
have no problem with that at all, Mr. Chairman. 


Mr. Chairman: Mr. Ferraro. 

Mr. Ferraro: Pals Mr. Chairman, | totally agree with what 
David has said as far as we have not established a reputation yet, and 
exactly what Jim said, it may be a notice problem. | totally endorse 
the aspect, without offending anyone, that Bea either we give a 
different approach to the executives we are talking to or that you 
yourself become involved and indicate the approach the committee 
wants to take, and that it is not adversarial. 


a | think it is not only a notice problem, but | think it is also a 
definite apprehension based on some unknown. 


Mr. Chairman: Yes. All right, message received. And | think 
we know where we are going now with the insurance industry. 

Any other business? | 

Mr. Ashe: Why don't adjourn? 

Mr. Chairman: Meeting adjourned until tomorrow morning. 

The committee adjourned at 12:25 p.m. 
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LEGISLATIVE ASSEMBLY OF ONTATIO 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Wednesday, October 8, 1986 


The committee commenced at 10:20 a.m. in committee room 2. 


CORPORATE CONCENRTRATION 
(continued) 


Mr. Chairman: Mr. Carrozza informs me that when Mr. Ortlieb 
was not able fo come the last time, he proposed this morning to Helen 
Campbell, of the Canadian Labour Congress office here in Toronto, and 
she gave him assurances that this was a good day for Mr. Ortlieb to 
come. And it was our understanding that he would be coming today. 
We placed a telephone call to that office again yesterday, and those 
assurances were not changed. 


This morning Mr. Carrozza called that office, and she has 
informed him that Mr. Ortlieb--while that message was passed on to 
him in Ottawa and she presumed that he was sece UO the invitation 
to come today, apparently it was not acted on at all, and he is in 
Ottawa and apparently he is not coming. 


Mr. Ferraro: Obviously he is a hostile witness and we should 
have a speaker's warrant issued immediately, Mr. Chairman. 


Mr. Ashe: | will go along with that, Mr. Chairman. 
Mr. Ferraro: | am being facetious, Mr. Chairman. 


Mr. Chairman: | am in the committee's hands as to whether 
or not you want fo try and schedule this again. 


Mr. Ashe: No way. 


; Mr. Ferraro: Let us adjourn until this afternoon, Mr. 
Chairman. 


Mr. Chairman: Mr. Mackenzie. 

Mr. Mackenzie: | was talking to him last Wednesday in 
Peterborough and if was my understanding that he was coming. So | 
do not know what is happening. 

Mr. Callahan: Why do we not give it another half hour? 

The Clerk: No, he is not coming. 

Mr. Chairman: He is apparently in Ottawa, so he is not likely 


to arrive. I think the problem ts, in large part, our time restraints. 
On the other hand, it is a point of view that we would like to have. 
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Mr. Eerraro: Is there somebody who can give an Ontario 
perspective? 


The Clerk: We contacted the Ontario Branch, but they felt 
that the Canadian one could give us an overall, because they were 
also--| also contacted Bob White, of the Ontario Federation, and they 
referred it to them because they felt they would give a much broader 
and more substantial brief. 


Mr. CaS Well, Mr. Ferraro has moved that we adjourn, 
but | want_to hear full debate on the issue as to what we should do 
about the CLC before accepting that motion. 


Mr. Ashe: | could tell you, but | am not sure that the record 
could stand the remarks. ; 


Mr. Barlow: | think that we have made every effort to 
contact them, Mr. Chairman, and perhaps if they wish to appear we can 
schedule another date during our regular sittings. 


_ Mr. Mackenzie: | would think the initiative will now have to 
be theirs. 


Mr. Barlow: Yes. That is what | am suggesting. 

Mr. Chairman: All right, then. That beige case, perhaps 
the Clerk could contact the office and indicate that we will leave it 
in their hands as to whether or not they want to approach us to make 
a presentation. 


_Then_| will entertain the motion to adjourn--the mover has 
left!--until 2:00 o'clock. 


The committee adjourned at 10:25 a.m. 
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LEGISLATIVE ASSEMBLY OF ONTARIO 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Wednesday, October 8, 1986 
The committee resumed at 2:10 p.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


Mr. Acting Chairman (Mr. Ferraro): Ladies and gentlemen, 
firstly, let me say on behali of David Cooke, the Chairman, and the 
committee, thank you all very much for coming and addressing our 
committee today. | should te mie initially that, if you do not already 
know, everything said today will be on Hansard for posterity, and we 
can, if you So request, send you a copy and you can hang it on the wall 
and do with it wnat you will. 


Let me introduce to the committee firstly the President of 
Crownx Incorporated, Mr. Michael Burns. Thank you, Mr. Burns, for 
coming today and taking time from your busy schedule. And also, Mr. 
Robert Luba, who is President of Crown Financial Services. 


| will ask, ina moment, Mr. Burns to introduce other 
members of his delegation, if he will. And as well, | should point out 
to the committee that there is a short presentation that Mr. Burns 
will be presenting to the committee in front of you, and subsequent to 
that,| understand he is open for any and all questions. 


Mr. Burns, Mr. Luba, thank you very much. Maybe if you could 
introduce the other gentlemen, Mr. Burns. 


CROWNX INCORPORATED 


Mr. Burns: Thank you, Mr. Chairman. It is a great honour for 
us to be here before your committee and express our views. We have 
had the same privilege in Ottawa, so it is nice to get the same 
privilege here in our home province. 


_ | am Michael Burns, and | am President of Crownx. | am also 
the Chairman and Chief Executive Officer of the Crown Life Insurance 
Pompany and Crowntek, our information technology Se eye With 
me, as the Chairman mentioned, is Bob Luba, on my left. Bob is the 
President of Crown Financial Services. He is Executive 
Vice-President of Corporate Finance and Investments for Crown Life. 
And Bob Granger is on my right. Bob is a partner of the law firm of 
Aird and Berlis. He is a Vice-President and General Counsel fo 
Crownx and a director of that company. | 


Also with me, behind somewhere, is Dennis Madden, who is a 
consultant to the Crownx group of companies; and Boyd Chesney, our 
Corporate Information Officer. 
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| will comment briefly on some of the points in our brief, 
and the brief is there in writing for you in more detail, and then we 
will certainly be open for any and all questions that you may wish to 
ask us, and hopefully we will be able to respond appropriately. 


Crownx would like to talk to the need for harmonization 
between the provincial and the federal jurisdictions on ownership and 
Foe Caan) transaction, as well as the relationship between 
financial and non-financial eoniPane Crownx is. an integrated 
service company with the majority of its operations in three areas: 
financial services, through the Crown Financial group of companies; 
Peres earl St through Extendicare; and information technology, through 

rowntek. 


We are a large corporation. We employ in excess of 26,000 
people. Our assets exceed $8 billion. Our revenues in 1985 were just 
over $3 billion, and we are just under $2 billion in revenues in the 
first six months of this year. 


The financial service side comprises the bulk of our 
revenue, approximately 77 per cent; health care is 16 pel cent, 
information technology is 5, and other areas about 2 per cenit. 


_ We operate throughout Canada, the United States, as well as 
on an international basis in the United Kingdom, Caribbean Islands and 
the Pacific Rim. Sixty-two per cent of Our revenue is derived from 
the United States, thirty per cent in Canada and eight per cent 
overseas. 


fave The extent of our dependence on the international market is 
highlighted by the importance of the United States marketplace to 
Crown Life, At the end of 1984, out of more than 2,000 life 
companies in North America the Crown Life ranked 28th in assets, 
2ist.in premiums, 16th in life insurance in force, 6th in new 
individual life insurance business written, and was 5th largest 
re-insurer in North America. 


pail As a federally incorporated corporation with interests in a 
life insurer, a trust Company, a merchant bank, an investment 
counselling firm and a real estate company, but operating in 10 
provincial jurisdictions and around the world, we believe that it is 
essential that we have an operating base in Ontario which permits and 
encourages growth on an international basis. The global market is 
crucial to our future, since the trend in financial services is to 
worldwide competition. 


_Not only must Ontario and all of Canada compete 
internationally, but Canadians must be cognizant that there is 
increasing pressure from such countries as the United States and the 
United Kingdom for reciprocity. Before opening their markets to 
Canadian institutions, they are demanding that government in Canada 
must permit their financial institutions to compete on similar 
footing in this country. 
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_ Thus, there is a necessity for uniformity, a need to develop 
a national harmony with respect to jurisdictional responsibilities, 
financial policies and supervision of financial markets. 


Crownx fully supports having appropriate safeguards to 
ensure effective control of potential abuses of non-arm's-length 
transactions. Such transactions, in the majority of instances, within 
companies and between affiliate companies generally are positive 
factors from the standpoint of the public interest. 


Wwe cae policy BaMee ene’ to such transactions must be 
realistic if Canada's financial community is to be innovative, 
competitive and efficient. It would be inconsistent for government to 
ermit the grouping of financial institutions and then, through a total 
an of related-party transactions, to prevent affiliates from 
developing synergies comprising a broad range of. productive and 
harmless inter-related transactions. For example, given the Ontario 
Berens proposal to expand both the powers and owners ile of 
inancial institutions, including networking, it is essential that 
UMHS controls on non-arm’'s-length transactions do not negate 
e benefits. 


_Crownx is opposed to an outright ban on Pee Bolly 
transactions and to legislative restrictions on ownership. ese 
views are outlined in our presentation. 


While the Canadian system has high levels of asset 
concentration by industry and. by market, there is intense 
competition; and consumers benefit from a financial system that is 
both efficient and innovative. 


On the issue of ownership concentration, many different 
views have been expressed regarding widely-held and closely-held 
financial institutions. We strongly endorse the policy stance taken by 
the Ontario government in removing some of the_ownership 
restrictions imposed in.1971 on the securities industry. The current 

atchwork of unco-ordinated provincial and federal ownership rules 
las produced some serious anomalies. For example, a foreign-owned 
financial institution can acquire 100 per cent of a Canadian bank, 
such as in the recent case of the Continental, but Canadian interests 


are precluded from a similar acquisition. 


From the perspective of Crownx as a publicly traded stock 
company, we would support the lifting of ownership restrictions 
from all financial institutions, domestic or foreign-owned. 


__. Whatever concerns there are with respect to potential 
conflicts arising from closely held institutions, they can be dealt 
with effectively through a mix of Bess instruments, including 
increased disclosure, greater involvement by boards of directors, as 
well as improved supervision and legal remedies. 


At Crownx, policies have been established to deal with 
proposed related-party transactions. Such transactions are reviewed 
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by an independent committee of the board of directors which has 
access to independent outside experts. Directors who have a conflict 
of interest with respect to the transaction refrain from voting. 


On the. subject of non-financial companies owning a 
financial institution, we do not believe that such a situation 
constitutes a concern if there are appropriate self-governance and 
supervisory administration. The new Competition Act, approved in 
June, 1986 after two decades of debate, applies to all institutions, 
federal and provincial, financial and non-financial. !ts purpose is the 
promotion of economic efficiency and the strengthening of the role of 
market forces. It provides a legal framework which Is designed to 
enable Canadian business to meet economic challenges of the world 
economy. 


ake If concern does arise in the future with respect to the 
efficiency of the Canadian financial system as to the degree of 
competition, Crownx suggests that the new Competition Act is one of 
the most appropriate vehicles for dealing with it. 


Thank you, and my colleagues are here with me to answer 
any questions which you may have. 


Mr. Acting Chairman (Mr. Ferraro): Thank you, Mr. Burns. 
Thank you very much for your presentation. It was very clear, and the 
points you made were very straightforward and understandable. 

Does the committee have any questions for the delegation? 

Mr. McFadden. 

Mr. McFadden: Thank you, Mr. Chairman. 


With reg 


ard to self-dealing and related-party transactions, 
we on this comm 


tee have received a lot of views on that... 
Mr. Burns: | am sure. 


Mr. McFadden: ...in recent weeks. We have had views 
everwhere trom the tact there should be none--outright prohibition, 
eriod--to the proposal that as a general rule or be prevented but 
hey can be given approval upon application to the appropriate 
regulatory aut Oritys through to, | think, essentially your proposal, 
which is pretty much open. 


_ Now, are there conditions--and | have not had a chance to 
read in detail the full content of your more in-depth brief, but are 
there conditions in which ees would say there should be no 
related-party transactions? Are there conditions under which the 
should be barred, that we should consider, or are you suggesting here 
that it should be strictly a matter of judgment for the board of 
directors to decide whether or not in fact the particular loan involved 
Or q Pen Sselon is in the best interests of the financial institution 
involved‘ 
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Mr. Burns: | am going to let Bob Luba answer that, but let me 
start by saying that if you have total, outright ban--for instance, we 
have an information technology company and it may well be 
appropriate to do the data-processing work for all our group of 
companies there. A total, outright ban of dealing would prevent us, so 
that is not the optimum approach. 


Currently, under some of the acts we reside under, i.e., the 
Insurance Act in Ottawa, | am prevented from even having a mortgage 
on my house at the Crown Life. On the other hand, nobody else in this 
room is--| guess, Bob, you are eliminated too, are you not? Well, 
there are five people prevented from--| mean, It may well be a very 
intelligent mortgage for the company to have, but we Cannot. 


The Crown Life can borrow money from Crownx, but Crownx 
cannot borrow money from Crown Life. Maybe there is some instance 
where it should be--Bob, you can add to that. 


meec eeiMrooibubanieisathink=thatais: ihe thrust sofort, that the 
institutions that were involved with a life company or trust company 
investment dealers, mutual fund operations and so on all are governe 

Oy. appropriate legislation that has outright prohibitions on certain 
classes of transactions, from loans to officers and shareholders, to 
use an example, that is currently covered and banned. 


What we are concerned about is an absolute ban that would 
reclude areas, as Mr. Burns has mentioned, that would hopefully lead 
O overall efficiency. And one area was in the ee W Erle area, 
where we have a Sister subsidiary with about 15 to 20 per cent of its 
business being with Crown Life and the other 85 per cent being done 
with other customers, some of whom are also financial institutions. 
We think we are more efficient because of our ability to do that. An 
outright ban would eliminate that kind of thing. 


So we apc the need for certain safeguards which we 
think are already in place in the legislation, but augmented and--but 
not being replaced by an outright ban. The area where we feel there 
could be some improvement or some strengthening is in the area of 
corporate governance in terms of self-dealing, the kinds of 
protections and so on that might be put in place relative to 
self-dealing or related-party transactions. And as we mentioned, we 
do have a process in place whereby related-party transactions do get 
scrutiny by an independent committee of the board, who have access 
to independent experts if necessary, and so on. We have done that 
voluntarily, and we advocate that over time being written into 
various regulatory requirements. 


_ But an outright ban is what we are concerned about, because 

we think that that, would be a very retrogressive step in terms of our 

osition and relative to the industries we can compete in, relative to 
he international milieu. | 


Mr. McFadden: So | take it what you are suggesting then is 
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you would support the continuation, for example, on the ban on, say, 
mortgage or loans to directors. You would not find that part 
offensive. What you are saying is it is just a total ban on all 
related-party ... 


Mr. Luba: That is right. 


Mr. McFadden: | take it what you are saying is you would be 
in favour of any bans that would lead to conflicts of interest, for 
example, of the directors, themselves personally. 


Mr. Luba: You would have to look at it transaction b 
transaction, and our preference would be that if it was not covered, 
that it would be covered by an overall corporate governance 
mechanism, with the first line being the officers and directors of 
their respective corporations. 


We did suggest to Ottawa in our brief there, of which we 
have left a copy with the researcher, a mechanism where a. 
pre-notification of certain kinds of transactions might also be an 
ap pIORuale thing. There ts nothing like the public scrutiny in an 
overall sense to make sure that people conduct themselves in a proper 
way, and we advocate that kind of an approach also in areas that 
are--try to provide a framework for governance, as opposed to 
specific transaction-by-transaction rules. 


Mr. McFadden: With regard to the role of directors, which 
you commented on, | believe, in wrestling with the appropriate role of 
directors in this kind of situation, | note in your brief that you are 
talking about certain of the directors maintaining a very careful 
review function within the company with a certain amount of 
independence. | would like to ask you a two-part question. 


First of all, what is your view in terms of the spe Gee 
level of outside directors that a financial institution should have? 
What | am referring to, is it 30 per cent outside, 50 per cent, 75, or 
no per cent? 


Secondly, in terms of the responsibility of the directors, 
under corporate law directors are responsible to the shareholders. 
Now, there is a Stew 0g body of opinion, certainly in the financial 
area, that directors should be responsible to depositors. And | know 
there are proposals around, for example that a certain number of 
directors should in fact be elected or appointed to represent 
depositor interests. And | know some life companies have 
policy-holder directors. 


_ | wonder if you could give me your views on those two 
uestions, if you could: the appropriate level of independent 
least and secondly, where you see responsibility lying for 
irectors. 


Mr. Burns: Well, certainly--| am going to let Bob Granger 
talk to that a bif--but there has to Be. particularly if you are going to 
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put the onus on the board of directors on related-party transactions, 
or have to have a troop of bona fide independent directors, or turnin 
hat type of a decision over to the board of directors is asham. An 
ou have to have a large enough number that at least it can form a 
quorum of the board. Because otherwise, again, it becomes a sham 
ang Ou HAG two or three independent directors making a decision for 
rectors. 


And, you know, we just did--are waiting for approval from 
Ottawa on a related-party transaction where we sold a subsidiary of 
the Crown Life to Crownx. Now, the driving force behind that was 
that it. was strictly a regulatory decision _because_it was a U.K. 
subsidiary regulated by the Department of Trade in England, and so 
they would want to issue a particular policy, move into a specific 
line of business, and they get approval in London and then it had to 
come to Ottawa for their approval. 


_ Now, | am not going to be critical of Ottawa's ability to 
ascertain what goes on in financial markets in England but, | mean, it 
was a leaeaelai Oo we had an independent committee of the board, and 
we Clearly--the people on it had Dea no connection in_any way, 
shape or form with any of the potentially related parties. They were 
not directors of related companies, they were just completely--in 
that instance, seven members constitute a quorum of our board, we 
had, | think, a five-member committee, but had eight or nine 
independent directors able to vote on the transaction. 


| mean, people like--of course | would be eliminated, but 
Bob was eliminated because he was a director of the company we 
- ended up with. He also was a director of the company that was being 
moved around. So! mean, we went to very extreme ends to make sure 
those people making the recommendation had all the tools that they 
needed. They had independent legal advice, independent evaluation 
advice, they had independent dealers that were not associated with 
anything that the company had ever done. 


. But | think we do have a requirement that a third of our 
directors must represent the policy-holders. But | think that one 
must remember that when one walks in the door, directors are equal. 
You do not vote on--unlike the House of Commons, where you can vote 
on your party's particular bills, no, it is strictly that once you are in 
the house you are all equal and all equally responsible. 


And | honestly do not think that, people would act--if the 
are good directors, | think they would act in the best interests ofall, 
not for one particular area. Bob, you maybe could speak to that. 


Mr. Granger: Well, if | could add maybe a thought to what 
Michael has just been saying, and that is major financial corporations 
obviously aggrandize their position and increase their place with 
consumers and so on through the quality of the board that serves the 
company. And | think it is generally our experience that there is 
considerable competition for quality directors amongst. the 
institutions themselves. They work hard to seek good, qualified, 
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independent people to serve on their boards, and that is a process that 
is forced ri the marketplace; it is a kind of a natural process that 
they. want to improve the quality of their board of directors. The 
legitimate corporations certainly do, and that is natural, and so lon 
as we have a competitive environment out there | think that wi 
continue. 


Turning to the suggestion that is finding increased interest 
all over the place--that is, having directors serving creditors--that 
is not a concept that | would say is exactly overwhelming our 
community in any way. It may be quietly pAcelg erst but in terms of 
acceptance, | think it will create a considerable dilemma for boards 
of directors. Their position has always been the bottom line, which 
has always been the interests of shareholders. 


Above that, and certainly in priority to the shareholders, is 
the interests of creditors, whether they are depositors who put their 
money on deposit and have a loan arrangement with the institution or 
whether ey are somebody who Is building a new branch office for 
them and who lends credit in the same sense, and stands in a credit 
Reson to the corporation. ‘Should the unsecured trade creditors 

ave directors serving their interests? | mean, it is a very broad 
question. How far does it go? Is it just a specialized person? If | 
pu $1,000 in the bank, should my interest be different than the 
radesman who advances $1,000 worth of credit to them? 
. Their interests are that of a lender and they are protected 
by a completely different set of laws and history and tradition in our 
legal system in this part of the world. For them to be on the same 
footing and to attempt to be represented in the same room a the 
same interests is very difficult for me to contemplate. | would think 
we would be creating warfare inside the boardroom trying to put such 
irreconcilable interests together on a board of directors. 


Mr. McFadden: It is interesting you say that. 


Mr. Acting Chairman (Mr. Ferraro): Could | ask you to wind 
up, Mr. Mcradaen, and we will get back to. you, because there are some 
time constraints. 


Mr. McFadden: Yes, just one lial It is interesting you say 
that. We got the impression from some of the other people we were 
patie to that the interest between the depositors and the 
shareholders is probably quite common, and that given the fact that 
they might all work together in effect on ve every decision, it 
might not hurt. Well, that is a legal question. But could | ask one 
very brief thing? 


Of your board, how many would qualify as outside directors? 
What per cent, in round figures? 


Mr. Burns: In Crown Life, it is 10 out of 18. 
Mr. McFadden: Ten out of 18. That is more than 50 per cent. 
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Mr. Burns: Yes. And ! would think in Crownx--it is about 50 
per cent In Crownx. 


Mr. Luba: You are into what is a--what do you mean by 
independent director? A discussion at that level is a whole different 
discussion. But at Crown Life, the major Perce financial 
institution, 10 of the 18 board members have no officer or any other 
relationship with the corporation. 


Mr. McFadden: Thank you. 
Mr. Acting Chairman (Mr. Ferraro): Thank you, Mr. McFadden. 


Mr. Mackenzie. 


Mr. Mackenzie: | am just curious as to whether or not you 
have a figure that you would toss out in terms of ownership 
percentage in a financial institution. We have got the figure all the 
way from 10, to 30 in the Blenkarn report, to 50, I think, when we had 
Royal Trust Co. before us. | gather, sir, you would rather see it open. 


Mr. Burns: | really think it should be open, | really do. | 
think that The more open if has been--| mean, if you look at the 
failures that there have been or the problem areas that there have 
eeu it has neither helped to have broadly held shares or a limited 
number. 


You know, | do not know _if you people remember an article 
that appeared just after the Green Paper came out of Ottawa a couple 
of years ago, and | was quoted out of context, where | said | always 
wanted to own a bank. ; 


Mr. Acting Chairman (Mr. Ferraro): We can identify with 
being quoied out of context! 


Mr. Burns: But what | had said is that when somebody says 
ou cannot have something, you want it. And when | am told | Cannot 
ave a bank, | always want to have a bank in the stable. 


Now, that | know | cannot--you know, the Green Paper will 
Peco never come into being, like many things that happen in 
Ottawa. | mean, we have only been waiting for 60 years for.a change 
in the act under which we operate, so to expect the Green Paper to get 
enacted in a three- or four-year period, | find very hard to believe. 


But you know, should a Canadian, either individual or 
corporation, be prevented from owning the Continental Bank? What 
have we got, 13 chartered banks left now, 14 chartered banks left? | 
mean, there were 14 eligible people to buy the Continental Bank, of 
Canadian ownership, Canadian citizenship, but there is a myriad of 
world banks that could have come in and done what Lloyd's did. Is 
that in the best interest? Probably it was in the best interest of the 
Continental Bank and its depositors and its shareholders. 
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But why should we be excluded if we wanted to be that 

erson? And that is why | do not really profess in any ownership. You 

know, | spent 20 years in the investment business and we spent most 

of that time MBE S to bring in SOR EUNON _| mean, if you cannot 

compete against the world, you should not be in business. Why put up 
protective barriers, be it ownership or nationality? 


| was saying to the Chairman earlier today, we used to be 
one of the principal owners of the Argonaut Football Club, and it is 
just ludicrous for me to think that the Canadian, Football League will 
Survive as long as they have the hiring restrictions that they do. 
People want to See the best. Now, if the best include 10 Canadians or 
24 Canadians or no Canadians, let the public have what is in their best 
interest. In the case of football, it is a superior product. 


You do not see a restriction on the American teams in 
hockey as to how many Canadians or Europeans they can have. Now, 
why put a restriction On a businessman as to who should own him, 
where he should own or how he should be owned? 


Mr. Mackenzie: Of course, you can see some of the arguments 
you open up immediately with that. 


Mr. Foulds: Not a good analogy! 


Mr. Callahan: That really gives me concern about your 
investment portfolio! 


Mr. Granger: . | do not know, but in terms of crowd popularity, 
the Jays do not have too HEN eG aD aula but they sure bring in the 


crowds. And we are all enthusiastic, | know the government of 
Ontario are helping to build a stadium and so on for it. 


Mr. Mackenzie: We would never have got to that league level 


or that sport level, though, where we have; in terms of football you 
would probably end up with no Canadian content at all. 


Mr. Granger: But is it important? Is it important? 
Mr. Mackenzie: Well, | think that is just exactly how you 


place your values and whether or not you want to be able to develop in 
certain areas. 


geectebeh ey Vf Granger. But, | mean, our fellow citizens are all makin 
their decisions. They do it by turning on the boob tube and looking a 
the game of their choice, and | think it is overwhelmingly the National 
Football League that they are turning to. 


Mr. Burns: | just think that you get an inefficient system 
when you get dictated ownership. one 3 


_ Mr. Mackenzie: Well, if you have 51 per cent ownership you 
have dictated ownership too. If there is no independence in any board 
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Mr. Burns: | think that is wrong, | really do. | disagree, 
because | can honestly say | vote 51 per cent of the stock in Crownx 
and Crownx then votes 94 per cent of the stock in the Crown Life, an 

yet you have _got an independent board of directors the majority of 
whom at the Crown Life level are totally independent. And they made 
the decision on whether the subsidiary should or should not be sold, 
whether it was in the best interests of the Crown Life. The only thing 
we could do at the next level up was, we could turn it down on price. 


| mean, | would also tell you that, again, voting 94 per cent 
of the stock of the company, we wanted to change the auditors and it 
turned into a great bloodbath. | mean, | got voted down. | said, "Well, 
I'm going to vote 94 per cent of the stock at the annual meeting in 
favour of new auditors," and 80 per cent of the board of directors 
would not support me. It is a great position to be in. And funnily 
enough, we had to wait a year before we changed auditors. 


Mr. Acting Chairman (Mr. Ferraro): Mr. Callahan. 
Mr. Callahan: Yes. | would like to just go into a few areas. 


You operate in other jurisdictions. What are the rules of the 
game there? Are they all the same? Are they different, or--maybe 
you could just take one of them. 


Mr. Burns: Well, | have answered Great Britain because we 
operate under dual regulation there. 


Mr. Callahan: Well, leave out the Caribbean because | am 
sure that rules are probably very much business-oriented there. How 
about in the Pacific Rim? 


Mr. Burns: We basically operate in the Pacific Rim in the 
insurance business only, out of Hong Kono. 


Mr. Callahan: But what are the rules there if you wanted to 
sell the shares of that company to another company that was involved 
in, say, some other field? 


Mr. Burns: It operates el as just a sales Office. 

There are certain rules and regulations as to the types of insurance 

he can sell and the currencies under which you can sell, that are set 
y the countries. 


| mean, it is rather like if a British company wanted to come 
into Canada, the Department of Insurance states the currency and sets 
the reserves that must be set up. 


Mr. Callahan: | know there are problems in insurance 
companies doing business in other countries because they have all 
their own little quirks. But what | am getting at is, what are the 
Pacific Rim countries’ legislative enactments that deal with the 
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question of cross-ownership, being in various fields of endeavour and 
having cross-ownership? Do they have any rules? 


Mr. Luba: | can have acrack at that. 


The insurance business to a certain degree is unique. Many 
of the larger companies operate within one corporate entity on a 
worldwide basis, So most of the--and Crown Life does likewise--the 
olicies and so on that we sell in Hong Kong are U.S.-dollar policies, 
ut they are liabilities of the Crown Life Insurance Company. And the 
way most Fee ee around the world control that Is they license 
you to sell in that jurisdiction and they look at the solvency of the 
issuing company. And we file, in all the Gabe sis that we do 
business with, regulatory forms which lay out our solvency. 


In most jurisdictions, there is very little restriction on 
ownership as a point of fact. There are some jurisdictions--Japan, 
notably, and Korea--which are a high area of interest, which have 
been closed. They would not license foreign insurance companies, 
irrespective of where they were owned, as long as they were not 
Japanese or Korean firms. 


_ They are in the process of liberalizing that now, and Japan 
has licensed two or three of the major companies to sell policies in 
Japan, and likewise in Korea. That is Just occurring at this point in 
time. Some of the other lesser countries in the Asian block are more 
restrictive, some are more liberal, but it varies quite considerably. 


_ But perhaps the most important consideration in terms of 
ownership for this seek to consider is vis-a-vis the United States 
and vis-a-vis the U.K. And in fact, at this point in time, a Canadian 
investor or a Canadian could own 100 per cent of an American life 
insurance company, it can own 100 per cent of a U.S. bank, it can-‘own 
100 per cent of a stockbrokerage firm, it can own 100 per cent of a 
savings and loan company. 


On the other hand, an American could not come here and buy 

100 per cent of a life company; it could not buy a bank up, until last 

week; it cannot buy a stockbrokerage company unless it got 

randfathered by some quirk of faith in the past; and it cannot buy a 

rust company. So generally.speaking, there is serious concern in 
terms of reciprocity between Canada and the United States. 


Likewise, in the U.K, They are in the process of going 
through a reregulation, a fairly extensive reregulation situation 
there, and they are writing into all of those acts where they license 
foreign operators, the discretion for the Minister to not license firms 
to do business in the U.K. for companies that have, in their home 
jurisdictions, restrictions on Brits. doing. business in those 
jurisdictions. So a straight reciprocity provision is being written 
into those acts, with ministerial discretion. 


Mr. Callahan: Well, maybe | did not make myself clear. | am 
more concerned about those jurisdictions and their approach to, say, 
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an insurance company owning shares or controlling--a trust company 
controlling, through a pyramid, a development company, et cetera. 


Mr. Luba: In the life insurance business, most jurisdictions, 
when they go for licensing, they look at the nature of the regulatory 
regime in the home act, and as long as there is compliance with that 
home set of standards they go lelale with it. You have to file and so 
on. They review it, but rf generally will go along with the Canadian 
standards, not their local standards. 


Mr. Callahan: No, | am still not getting the question 
answered. I am asking oe what is the experience in other 
urisdictions--and forget the United States, because they probably do 
ave a rather easygoing approach, but let us look--you are talking 
about the Pacific Rim, you are talking about the U.K. What are their 
rules in terms of ee an insurance company to own part of a 
trust Company, or a trust company, vice versa, and then maybe a 
spinoff to a development company? 


Mr. Burns: Maybe | can answer that in specific terms. We 
under British law can own a lending institution in the insurance 
company. Okay? Under Canadian law, we cannot, so therefore we have 
a ee institution underneath our U.K. life company that we cannot 
activate. 


Mr. Callahan: Well, how about the Pacific Rim countries, 
since you prefer to--you do business in those countries? 


Mr. Burns: Perhaps | can answer that question because | am 
just back from 10 days there. We are in the process of investigating 
it, and perhaps three months from now we would be better able to 
answer that specific question. 


. We went into Hong Kong basically as a relatively easy 
market to_get into, to sell, and there was a big demand for our 
roduct. There really was not a full market research study done and 
ull Knowledge of the regulatory environment for all aspects of the 
financial service business. It was done merely to find an outlet for 
product for which there was a demand. 


So | am sorry | cannot be more specific than that, but that is 
really what | went to find out. | would say this, that it is much freer 
there than it is in most parts of the world. And we have a variable 
life Soe in the United States which is--that is an 
SEC-registered company that sells variable life insurance--and it is 
ais in most states to do business. It is still not licensed in 

alifornia. 


When we asked the question about taking it into Hong Kong, 
the answer really was, well, it has to clear the equivalent of the Hong 
Kong SEC, but I do not know if they ever meet. So | think there are 
probably very, very few restrictions. 


Mr. Granger: May | just try to add a comment to that? There 
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is a NEDY substantial rush on at the. time, a big bang in the U.K. 
marketplace, of people interested in acquiring United Kingdom 
financial institutions. Cne of the reasons ey are interested in 
acquiring United Kingdom financial institutions, is that the 
investment restrictions that apply to those institutions are very 
lenient as compared to, for instance, this part of the world. 


| am sure similar comparisons are being made by American 
institutions looking at United Kingdom companies. But the overriding 
conclusion they have reached about the investment restrictions on 
those companies is that they are very lenient indeed, and it 
SOEs, in that sense, a Superior environment in which to 
operate. 


__ If you are ging to try to construct an_ international 
financial conglomerate that has the ability to succeed where others 
fail, and to meet competition wherever it arises, you obviously want 
to have all the advantages going for you that you can have. 


' Mr. Callahan: Well, we have heard that as an argument, but | 
think my colleague has gone into the question of cross-ownership. 
But there is just one final item, if | might, Mr. Chairman. 


You are probably all familiar with A.E. Williams, the U.S. 
firm that wants to come in and use part-time life insurance agents 
and talk people into buying term as opposed to whole life, and then 
through their investment abilities through another company, | would 
think, want to convince them that they should invest that saving in a 
financial portfolio. That, to me, strikes somewhat at the ve eart 
of the whole issue here, is that how can those people--forget about 
the directors, but let us talk about the people who are conducting the 
policy of the company. How can they Bes serve the best interests 
of both of those people, both the people, in terms of giving them the 
best possible life insurance when they are also trying to free up that 
extra money so that they can have them invest in a financial package? 


Mr. Burns: | think it is government's responsibility to know 
and understand what they are doing. And ee pestle not serving the 
consumer fairly, pee: or honestly. And that is the government's 
responsibility, not mine as a citizen. | 


Mr. Callahan: Well, we have reacted to that. All | am gettin 
at is, the point is if you have ownership of various types of 
operations by acompany... 


Mr. Burns: But | think that is up to--it goes back to the 
comment that Bob made, and | think Bob Luba adel It is up to 


governments to license people and license companies. And if they are 
coming in and are not going to serve the consumer po erly, then they 
should not be allowed to be licensed. And A.E. Williams probably 
should not be licensed to do business in this province, whether it Is 
with part-time agents or full-time agents. 


Mr. Callahan: Because of the conflict that exists between 
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the two? 


Mr. Burns: | am not talking about conflict. | am talking 
about the product they are selling. They are doing a detriment to the 
consumer, a complete detriment to the consumer, and they do not 
explain it properly or sell it properly. 


Mr. Callahan: Well, | see a similarity, but perhaps itis... 


Mr. Burns: No, but! think we are going down two different 
roads. And Iam talking about who deserves fo be protected, the 
consumer or SS CE [eieea eciele And in the case of the consumer, 
it is his pocketbook. And that is where--| mean, it is like the OSC, or 
the SEC in the United States, that their thrust has to be to look after 
the little guy. And the little guy is not being looked after in the 
Williams approach to either selling or providing insurance. 


; _And | say that it has not hurt us. It probably would hurt us 
if they did come in, but | would say that the same way. | mean, they 
do not act in the best interest of the consumer, and | think that there 
are times that that has to become the overriding thing. And it is not 
whether you license part-time SHIRE or full-time agents. | believe 
that perhaps a full-time, trained, licensed agent is far, far better 
than a part-time agent. A reals agent goes out and has no idea 
what they are selling. hey are just worried about putting a 
commission in their pocket and they could not care less about you or 
pe or anybody else in this room. And that is their approach to selling 
usiness. 


Mr. Chairman: Mr. Haggerty and then Mr. Foulds. 
Mr. Haggerty: Thank you, Mr. Chairman. = 


Mr. Burns, | am looking through your financial statement 
from Crownx Incorporated, and it said--a Bede 26, it said "Deferred 
income taxes," and at the back of years 1985, '84, which is about 
twice the size, | guess--| am org at 1.247--and on page 28 it 
says, "Deferred income taxes result from claiming depreciation and 
other items for tax purposes in the amounts which differ from those 
recorded in the accounts and from filing certain United States federal 
income tax returns on a cash basis while the financial statements 
recognize revenues and expenses on an accrual basis." 


Does your corporation pay any corporation taxes at all from 
one country to another? You mentioned about Hong Kong. Do you pay 
corporation taxes there? Do you pay in the United States, and do you 
pay it here in Canada? 


__. Mr. Luba: On a corporate income tax basis, we do not pay any 
straight income faxes on a cash basis at this point. As you can’ see, 
we have got considerable deferred income tax liabilities which we 
have been able to defer. But on a cash tax basis, we do Helse Capital 
tax, premium taxes, those kinds of things at this point. Because of 
the very rapid growth of the company, we have been able to record 
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depreciation and other deductions as allowed under the various acts 
faster than how we record those same expenses for accounting 
purposes. 


Mr. AEE, In your depreciation, though, you increase your 
assets too, do you not: 


Mr. Luba: No, we write them down. 


Mr. Haggerty: You write them down, do you? | thought | had 
seen them going up there. 


Mr. Luba: Well, that is because we have been buying and 
building and growing very rapidly. And for our tax eli eee In many 
jurisdictions there are incentives to do that. And we have done that 
and taken advantage of those incentives, and have taken the tax 
write-offs because of that. For accounting purposes, and matching 
revenues and expenses, we depreciate them more slowly. 


Mr. Haggerty: Do you pay income taxes in the United 
Kingdom, then: 


, Mr. Luba: We do not pay any--we have not paid any cash 
income taxes last year in any jurisdiction on a worldwide basis. 


Mr. Granger: But | think the point should be made that the 
company operating in the United Kingdom has not earned any profits. 


Mr. Luba: We have been very heavily in an investment mode 
there. We have grown the company at about 30-35 per cent a year. 
We are now up to about $700 million in assets from a standing start 
eight Veen ago. We have not made a penny and have not paid any 
income tax. 


. Mr. es But you can still build_an empire without 
Pa ing any corporation taxes whatsoever, then. That is what you are 
elling me. 


Mr. Granger: Well, it is an $800 million corporation and 
empire by those terms--it has grown at 30 per cent a year. It has 
done nothing but incur losses; it has not had any profits. If that is 
what you mean, you can grow. an empire in that sense without paying 
any taxes, | think the answer is nee Most people think of an empire 
as something that produces profits, however. 


cw aed | notice there that your biggest asset is in the 
life insurance end of your business. 


Mr. Luba: That is correct. 

Mr. Haggerty: And you have got a pretty large investment 
there, | guess, from the small person buying life insurance. | guess it 
would be the blue-collar worker and anybody else who is buying life 
insurance. So you have got quite an asset in that area. 
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What is the return on that money that you are using then to 
build up he corporation, your company? What is the return on the 
money that you take from the pension funds and from the life 
insurance premiums? What is the return on that money? 


Mr. Luba: Well, generally, you have to look at it by the 
nature of each contractual liability: And if we take pensions, for 
example, we write a variety of Fed eae products, right through to 
having the investment results flow directly through to the client, 
where he just puts his money on deposit, we do our best 
and--however, we do charge a fee; we have got segregated funds in 
that area--right to the other end of the spectrum, where they will 
come to us and say we have these employees and this is what they are 
getting, and this is the kind of pension they will want when they 
retire, what is our annual premium for that. And we set our actuaries 
to work and they Oi all the probabilities with inflation, 
investment returns and turnover in the workforce and so on, and we 
quote a premium. 


So there is quite a spectrum of products that we do offer, 
and some of the investment results flow directly through to the 
client, in others we take the risk on investment. 


Mr. SS | was looking at you financial report and in 
the year 1 an ,.| guess, you had the largest return on revenue 
from that particular section of your business, where you generated a 
fied enormous amount of income, and the point | wanted to know is 
what is--if | invest into the bank or put my Savings into a savings 
account in the bank and that, | know | am getting five and a half or six 
per cent. What is the return--if | go back to some of my old life 
Insurance policies, | would get about one and a half or two per cent 
return on my investment, and | would like to know, what are you 
paying? | mean, do you pay a fixed... 


Mr. Luba: It depends on the product. 
Mr. Ashe: If you die, though, there is good rate for somebody! 


Mr. Luba: Ifyou want a guaranteed return, you can get that 
in an annuity or a policy with the guaranteed return rate, and that at 
this point is in the eight-per-cent range. If you were eh ueh a 
whole-life policy it is indeterminate because we do not know what 
the inflation, et cetera, will be. 


At the other end of the spectrum, we do sell a policy called 

"Plan For Life," which basically addresses the question that was 

raised a little earlier about the notion of "buy term insurance and 

invest the rest.". What we do is we have got a combined policy which 

is called "Plan For Life," you put your money on deposit and we buy 

our protection, and you have a choice of buying a stock fund or a bond 
und or a mortgage fund or some combination of that. 


So we manage that money for you for a fee, and you get your 
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protection at the same time. There are some other features of that 
product which we think are quite attractive to the consumer. 


So it really depends very much on the rts! But you can 


be assured that we have to compete with the banks and trust 
companies and everyone eise looking to attract consumer savings. 


Mr. Burns: On your question on Hong Kona, the only tax that 
we would f they had a tx would be pramiurn tax, the wa we 


ay, | : : 
are set up to Yo business there. But they do not have a premium fax in 
that part of the world. 


Mr. Chairman: | am just noting the lack of payment of taxes, 
and | am wondering if T could retain your accountants! 


Mr. Foulds. 
Mr. Foulds: Thank you very much, Mr. Chairman. 


When was the last year that you did pay corporate 
income tax? 


Mr. Luba: Cash income tax? 
Mr. Foulds: Yes. 


Mr. Luba: A long time ago. It was before my time. | think it 
was 1972, in the life company. 


Mr. Foulds: So you have been in a growth period for 13 years, 
14 years‘ , z i f 


Mr. Burns: | think you might say we have been in a growth 
period since the late forties, on therlife side. y 


Mr. Foulds: So you have been able to defer taxes for 13 
years. Is that just in Canada or in all jurisdictions? 


Mr. Luba: On a worldwide basis. 

Mr. Foulds: On a worldwide basis. 

Mr. Luba: We operate, as | mentioned earlier, Crown Life on 
a worldwide basis. . 


Mr. Granger: And 70 per cent of our business is outside of 
Canada. 


Mr. Foulds: In 1972, did you pay those taxes in Canada or in 
another jurisdiction? AP ru 


Mr. Luba: No, they were American, actually. The reason | 
remember that is we got a refund on part of those yesterday. 
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a as Mr. Foulds: When was the last time you paid taxes in 
anada’? 


Mr. Luba: | cannot answer that just off the--it is not within 
recent history. Many years ago. 


Mr. Burns: That is for the life company. We are talkin 
income taxes. e are not talking premium aXeS, property faxes 


capital taxes and a variety of other taxes. 
Mr. Foulds: Yes. Corporation income taxes. 
Mr. Luba: Corporate income taxes, it has been a long time. 


_. Mr. Foulds: You indicated that there were more lenient 
restrictions in the U.K. in acquiring holdings in financial companies. 
Can you give us some idea of the contrast in terms of the leniency? 


Mr. Luba: Well, your banks are allowed to own and sell 
inSurance--own Insurance Companies and sell insurance. 


Mr. Foulds: Total ownership? 


Mr. Burns: Yes. Citicorp basically owns insurance interests 
and sells there. You can own a deposit-taking institution, you can 
own--there are regulations around some, but | mean, you look at some 
of the large merchant banks_are in the deposit-taking business and 

overned by the Bank of England, they are in the underwriting 
DuSINeSS: they are in the money management business, they are in, you 
now... 


Mr. Foulds: So they can provide a variety of financial 
services very easily. Bf P y 


Mr. Burns: A very, very broad range. 


Mr. Luba: That is part of what the big bang is all about, is 
ths eompie e deregulation taking place. It is going to be totally 
integrated. 


Mr. Foulds: You mean worldwide. 
Mr. Granger: From their point of view it is going to be a 
fully integrated business, they can be in any and all aspects of this 


and there are going to be big financial conglomerates squaring of 
against each other. And the small ones, unless they are in very 
specialized niches, are going to be in jeopardy. 


Mr. Foulds: Would you include the big five Canadian banks in 
that category of being in jeopardy? 


Mr. Granger: In the United Kingdom? 
Mr. Foulds: No, internationally. 
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Mr. Granger: Well, | would not think so. They rank amongst 
the top 1 anks In the world. 


Mr. Foulds: Yes. Butin the U.K., they could be squeezed out, 
do you think, in the current situation? 


_Mr. Granger: No, | am not suggesting that. | am merely 
addressing myself fo aspects of the big bang that are happening. It is 


not so much a banking issue as it is an integrated securities ... 


Mr. Luba: The Canadian banks are participating in that 
reregulation in the U.K. and are playing an active part and do not seem 
oped BIE CHgee from doing so by Canadian regulations. So | think they 
will be players. 


Mr. Foulds: A federalist question. When ye had that 
bloodbath that you mentioned in which you squared off against the 
other directors but you went to the annual meeting and won, how 
many of those directors are still around? 


Mr. Burns: The majority of them that have not retired 
through age. There are four that went off for age restrictions last 
year that were there then. | think there have oy been about--there 
was one director who chose to resign because of if. 


Mr. Foulds: Because of the issue? 


Mr. Burns: Because of the issue. And there have been three 
that, have resigned because of conflict of interest. As to where their 
business went--| mean, for instance, one went back and looked with 
Gordon Grey and Royal LePage, and he became involved with--when he 
became involved wiih Royal Trust and London Life, which meant he 
had a personal conflict of interest, he chose to go back with those 
companies rather than walk away from the company where his 
ownership was. 

Mr. Granger: If | could be add something to that, that is 
this question relates to--the question underlying this is who should 
be the auditors for the shareholders of the corporation. And thatis a 
AoeSion that has always been within the purview of the shareholders 
0 decide. 


Mr. Foulds: Sure. 


Mr. Granger: The shareholders--well, at least 94 per cent of 
the share! . ers have their views about this matter. There is nothing 
inappropriate... 


Mr. Foulds: No. | just asked the question to learn somethin 
about the dynamics... | ‘ : 


Mr. Grange: There were some dynamics! 
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Mr. Foulds: ...of the board of directors. | was actuall 
* much struck by the middle paragraph in your presentation on Bee 
which indicates that Crownx po he has been established to deal with 
the related-party transactions: "Such transactions are reviewed by 
an independent committee of the board of directors, which has access 
to independent outside experts. Directors who have a conflict of 
interest with respect to the transaction were screened from voting." 


Without giving away any confidentialities, can na give us 
sort of an eae TD or case study where that has happened, where you 
have had an independent committee have to review a transaction? 


Mr. Burns: | did try and talk to it, and perhaps it was before 
yee joined us. We recently have moved our U.K.--before Ottawa and 
efore the DOT in the U.K., to move our U.K. See aiaty out from 
underneath the Crown Life. It was a wholly-owned subsidiary of the 
Crown Life, or 71 per cent owned by, and we had an independent 
evaluation done by the firm of Tillinghast, in London, which was 
presented to the independent committee. And | will go into how they 
were selected. 


They were formed, they elected their own chairman; they 
said that they used those people at the Crown Life that were familiar 
as a questioning board to understand the company; they sought outside 
legal help, a totally WS oat firm that had not really done work in 
any way, shape or form for the Crown for many years; and discussed it 
wifh auditors, investment bankers, and then came in with their 
recommendation. 3 : 


Mr. Foulds: The recommendation for the... : 


_. Mr. Burns: The recommendation that evaluation as prepared 
by Tillinghast was fair and equitable. They also =pait quite a bit of 
time, because the ownership of the assets of the Crown Life is both 
for the shareholders and the policy-holders, so therefore they spent 
an exhaustive time with both in-house actuaries and outside 
actuaries to make sure that the division of the proceeds went into the 
appropriate pool. And really, the independent--as chairman of the 
company | asked a group of independent directors to sit in on the 
committee, all of whom agreed to do--except one, who was 
unavailable to come that day--and it was a very senior, responsible 
committee that did review it, including an ex-senior officer of the 
Crown Life who was on the board, and the former president of a bank, 
a current senior officer of a bank and a former senior chief executive 
officer of a major corporation in Canada. 


Mr. Foulds: So you had in this case a three-person 
committee : ‘ 


Mr. Burns: No. | think it was a--was it four or five? 


Mr. Luba: Four. 
Mr. Burns: Four. There were five invited, but one was... 
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Mr. Foulds: Was occupied. 


Mr. Burns: One was, yes, stuck in New York on the key first 
ee cae so it was ote hard to bring him in to check in later. 
Although all the independent directors received material and the full 
presentation by the chairman of that committee to the board. 


Mr. Foulds: Can you give us some idea over what period of 
time that review would have taken place? | 


Mr. Luba: About six weeks. 


Mr. Granger: Ultimately, that committee reported to the 
board. The board had an independent quorum because 10 out of the 18 
directors are independent. 


Mr. Foulds: Okay. 


Mr. Granger: It was therefore able to act on the matter 
without having to refer it to shareholders. And so those directors 
that had an interest and a conflict.in the matter had to declare their 
interest and refrain from participation in the matter, including 
voting, most obviously. It was left to the independent directors to 
determine the matter, and those who had an interest were precluded 
from participation, and that is in accordance with the law of the land. 
It is generally regarded, whether it Is in a specific statute or not, as 
the appropriate way to proceed. It is perhaps the kind of standard 
that should have been applied in all the cases that caused so much 
public controversy. 


Mr. Foulds: | have a feeling that if that kind of procedure 
were known more publicly, it would frankly be... 


Mr. Luba: When we announced the transaction we did 
indicate ithad been reviewed... 


Mr. Foulds: And you indicated that to the shareholders? 


Mr. Luba: We indicated it at a public forum. And it should be 
noted there is no regulatory requirement for that process, and we are 
advocating that that perhaps should be so. — 


Mr. Foulds: You would not have an objection to that kind of 
regulatory requirement. 


Mr. Luba: No, we think it is proper. 


Mr. Burns: And | think, to show you our forthrightness in 
these types of things, is that we formed an audit committee of the 
board before there was any--before it became even sort of a 
requirement. We felt it was. the appropnalg thing to do and always 
have tried to act in that manner. So we do recommend that Nae of 
approach, and | think that the directors themselves appreciate it. 
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_And | think Bob Granger. alluded to the fact of the 
competition for directors. In the United States, it is far, far more 
difficult than here because of the onerous liability that a director 
does take, and in the United States they are more apt to sue or attack 
the directors, which has not yet happened in Canada. | think part of 
the reason it happens in the States--it is my Own opinion; it is not 
pore from anywhere else--| think when you have contingent legal 
fees, if opens the door for more actions of that nature. 


Mr. Chairman: Whereas our lawyers are all full of integrity! 
Mr. Foulds: Also you can ask for a set fee ahead of time. 


Mr. Granger: | do not know if we highlighted enough that in 
our response fo the Giéen Paper both at the House of Commons and the 
Senate of Canada, our response included a recommendation with 
respect to a financial institution tribunal, in which related-party 
transactions would be at least always referred to a re ulator. | 
mean, there has been--if in fact the degree of concern that is shown 
in the newspapers and so on reflects the level of public concern, 
which you are in a better position to judge than | am--but if it 
accurately does so, our view was that perhaps we need, whether it is 
a federal financial institution tribunal or a proliferation of such 
tribunals. And people, if they have a legitimate related-party 
transaction that they are prepared to let see the light of day, as in 
Our case--we are perfectly prepared to do it--you send it to this 
tribunal and nOe say, 30 days afier he has received it, if he does not 
take some objection to it then you proceed with it. If he does take it, 
then you have to follow a procedure. 


| would think that somebody--if you could hire some skilled 
people with some knowledge about business transactions, they could 
review a transaction and say, this is the Way we want tung one in 
PILSEN it looks fine to us, let's not stick our noses into that any 
urther. 


Mr. Foulds: And if this one stinks, we can... 


Mr. Granger: Yes. In any event, nobody escapes liability 
lt our proposal. We have suggested that. if there is any liability, 
if anybody Epps the wool over anybody, it is going to stick to the 
directors and officers of these corporations. hey are going to 
continue to be liable for them. 


There is no letting somebody off the hook because it got 
through a tribunal. It is simply a mechanism whereby if somebody 
would like to se the string on such a related-party transaction, they 
would at least get to see that they can pull the string if they feel like 
it. If they are wrong and do not pull the string, the parties are still 
going to carry whatever liabilities relate to it. 


Mr. Foulds: | have asked enough now, Mr. Chairman. 
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Mr. Chairman: Thank ‘fee very much. We are running a little 
late. Very quick questions from Mr. Ferraro and Mr. Baetz. 


Mr. Ferraro: A quick question, thank you, Mr. Chairman. 


| understand what you are saying about no restrictions on 
ownership. Are you saying in the same breath that there should be no 
restriction on voting rights? 


Mr. Burns: Being that we have a company with two sets of 
shares, one voting and one non-voting... 


Mr. Ferraro: You might be the wrong guy to ask. 


Mr. Burns: a otara| the right guy. No, my honest opinion on 
that is that if there is stability of ownership and if the stability of 
ownership is active in the business, the business will grow and 
develop faster and on a better basis and for the good of all. If it is 
absentee ownership and in a non-business environment and is just 
collecting dividends, then | do not agree with it. But | think in our 
case, that our company has been allowed to grow, develop, build, 
employ more people because decisions can be made very quick! and 
we do not have to--you know, we can do--hell, the bulk of my family 
wealth is in one security, and if | mess it up | am in a lot of trouble 
with a lot of relatives. : 


Mr. Foulds: They are the worst people to be in trouble with! 
Mr. Burns: You better believe it. 


Mr. Ferraro: Well, | am not rich and | am in a lot of trouble 
with my relatives. 


Mr. Burns: But you see, | think also it allows you to put. 
management in place and allow managment to mamanenate ney are 
not looking over their shoulders and worrying about who is going to be 
there the next day looking over their shoulder, who is going to 
be--you know, they are not worried about golden parachutes, they are 
not worried about getting pot-shot at, and they can get on with doing 
what is right for the business. 


Mr. Ferraro: Do you think it would make any difference--a 

supplementary--if we said 51 per cent voting rights from a majority 

ownership? Or if we said--in other words, what you are saying is 

there should be no limit on either ownershi or voting rights. My 

ave oe to you as a Supplementary is, woulc eee be happy with just 
1 per cent or do you think it would make a difference? 


Mr. Granaer: | do not even understand the concept. Can you 
explain it to mee i y 


Mr. Burns: Well, that you have to have 49 per cent... 
Mr. Ferraro: You have 49 per cent in other hands, other 
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directors. 
Mr. Granger: For what kind of corporation? 
Mr. Ferraro: An imaginary one. 
Mr. Burns: No, | think it really boils down to... 


Mr. Ferraro: What.| was trying to get at was, does it matter 
the degree of voting authority that the owner would have? That is 
what | was trying to get it. In other words, some people would come 
out and say, we think you should have a 10 per cent limit. Some 
people would say a 40 per cent limit; some people would say 30 per 
cent. That is the context of the question. 


Mr. Burns: | question--look, if there is one person with 30 
per cent of the institution, whatever business it is in, and the balance 
is widely held, he in effect controls it. | mean, | can say this, that my 
father for 30 years or 35 years controlled the Crown Life with 35 per 
cent of the votes and was unchallenged. So | think when you get that 
concentration, it only is a factor if 70 per cent is in a voting--the 
balance_is in a--51 per cent of it is in a voting trust or is in one 
Bec Then probably you are not going to get somebody taking 30 per 
cent. : 


Mr. Granger: There is another side to the coin, and that is 
for people to be in a position of control without the ownership, and 
that, it seems to me, Is greater than the one you are directing your 
question tO. | 


Years ago, life companies de-mutualized. They took their 
family--the Burns family, for instance, could have’ taken its 
ownership, sold it to the policy-holders, mutualized the company, 
taken the cash, but slaved on as chairmen. They would have been 
self-perpetuating, as others have been in that position. They would 
have had all the attributes, personal and so on, that come from that 
without anything at risk. 


Our Canadian chartered banks have a scheme of governance 
that does not have any DOC at risk that is there. Their boards of 
directors and their officers do not reflect the Ownersiup of the . 
corporations in any direct, tangible way. In fact, if one was to go out 
and acquire 10 per cent of the shares of a bank, | am not sure he 
would be invited to sit on the board of directors. Indeed, they might 
want him exactly away from the board of directors where his views 
might get raucous and So on. 


So there are two sides to the coin. Corporations that are 
owned by the people that are involved and so on seem responsive to 
the needs of shareholders, in any event, because that is where their 
money is._ As Michael said, that is where their family money. is 
invested. They have got a very real stake in seeing this corporation 
do well, as do all shareholders. 


F-26 
Mr. Chairman: Mr. Baetz. 


Mr. Baetz: In view of the fact that about 70 per cent of your 
business is done abroad, most of it in the United States, | am 
wondering--| would like to just get a few comments from you on 
what implications this would have for your company if the exchange 
rate of Canadian and American dollars were suddenly to change. In 
other words, if the Group of Seven nations ay persuaded somebody 
that our dollar was seriously undervalued, what would it do? | mean, 
lam Lae to think the ag through. Are you like the manufacturing 
sector? Are you happy that our dollar is weak and it enables you to 
compete very effectively, or does it not matter to you, or where do 
you stand on that? 


Mr. Burns: | will let Bob answer that. |! want a few 
comments afterwards. 


Mr. Luba: | think in an overall sense, we are competing in 
those marketplaces based on the products and activities within the 
marketplace. We do at the current time have a slight advantage 
because of the exchange rate. What we do in Crown Life is, we in 
effect manufacture the products here. If we sell a life insurance 
palicy in Texas, the application form comes here, it is processed and 
the policy is issued from here. So that clerical backroom, if you will, 
is in Toronto. If the exchange rate moved quite dramatically, that 
competitive advantage would go away. 


In a dollar of sales, the advantage, | would think, is in the 
2-to-3 per cent range, between parity and where we are at now. If it 
moved to parity, we would probably have a 2-to-3 per cent of sales 
problem in that line of business. 


But overall, | think we compete within that locale based on 
the products within that locale, and we are not totally dependent on 
the exchange rate, but it is helpful. 

Mr. Baetz: On the profit then, a $1 revenue, a $1 profit in 
U.S. dollars, is this translated into $1.40 for your company, for Our 
company, for the shareholders and so forth here? 

Mr. Luba: That is correct, yes. 

Mr. Baetz: Thank you very much. 

Mr. ode. Thank you very much, he lea ad your 
resentation. | am sorry that | was not here at the beginning of it, 
ut what | did hear, | was fascinated with. | appreciate the time you 

have given to us. 

Mr. Burns: Thank you very much. 

Mr. Chairman: We have next Professor Stephen Dupré 


Professor of Political Science at the University of. Toronto an 
Chairman of the Ontario Task Force on Financial Institutions, which 
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reported to the Minister of Consumer and Commercial Relations last 
December. . 


Professor Dupré, welcome to the committee. We appreciate 
your coming. We appreciate your waiting. We were taken with some 
interesting questions with the last witnesses, and we are looking 
forward to what you have to say. | understand you have a few 
commenis that you wish to make as an opening and then you are 
prepared to field questions. 


PROFESSOR STEPHEN DUPRE 
Prof. Dupré: Thank you very much, Mr. Chairman. 


_ Mr. Chairman and honourable members, | am honoured by the 

invitation to appear before this standing committee. | understand 

that the subject matter in_which you are interested is concentration. 

The report of the Ontario Task Force on Financial Institutions treated 

concentration as only one of a number of matters of concern. | will 
confine my remarks this afternoon to that subject. 


By way of introduction, | should place the qualifications of 
my two task force colleagues on the record. As Deputy Attorney 
General and also Deputy Treasurer of Ontario, A. Rendall Dick has had 
one of the most distinguished public service careers in this country. 
In these positions, among other things, he had a front row seat_on the 
unhappy and well-known events that sporadically befell the Ontario 
financial industry over two decades, going back to British Mortgage 
and Atlantic Acceptance, His credentials as an expert on the causes 
of financial institution failure are therefore beyond question. 


Mr. Alexander J. Macintosh, a senior partner-of Blake 
Castles, is one of the most widely experienced corporate directors in 
Canada and an expert on corporate governance. 


You may well wonder at this point why | chaired the task 
force. So dol. [| refused an initial invitation to chair the task force 
on the grounds that | knew nothing about financial institutions. The 
answer came back that this was precisely wy | must perform this 
service. What was wanted was a chairman who knew something about 
government regulation in general but whose ignorance of financial 
SU Hepes Ee AnH ice that he could have no preconceived views on 

e subject. 


Although | appear today solely on my own_behalf, Mr. 
Chairman, it is appropriate that [ pay tribute to Mr. Dick and Mr. 
Macintosh as a student should pay tribute to two outstanding 
teachers. | owe my education on the subject of financial institutions 
to them. Now, as a graduate of their school, | speak here this 
afternoon for myself. 


Concern over concentration, Mr. Chairman, can initially be 
rooted over concern about self-dealing; yihateiis Pitomisay;: 
non-arm's-length transactions carried out in the interests of persons 
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with significant influence or Die ah of a financial institution, but 
to the detriment of the interests of that institution itself. In turn, 
Mr. Chairman, concern about self-dealing is justified both by solvency 
considerations and by market considerations. Evidence of 
self-dealing as a root cause of insolvency is incontestable. Here in 
Ontario, self-dealing paved the road to Atlantic Acceptance, as it 
paved the road to Seaway, Crown, Greymac. But concern over 
self-dealing is equally grounded in market Considerations. 


The essence of a market, Mr. Chairman, as Adam Smith 
taught us, Is the self-interest of its participants. When the forces of 
demand and supply are not articulated by buyers and sellers who are 
at arm's length, but instead are in the shadow of an overlappin 
ownership interest, there is a denial of what the market is all about. 
In that common and concentrated ownership of financial institutions 
has become as prevalent as it is, the following are the prescriptions 
to let us have our cake and eat it too: that is, reconcile Common and 
concentrated ownership with an absence of self-dealing. These 
prescriptions are, | am sure, familiar to honourable members. They 
consist of, first, Chinese walls, second, business conduct review 
committees, third, legislative bans coupled with stringent 
regulations. 


, All of the recent reports on financial institutions with 
which | am familiar advance these prescriptions to vfaalgle degrees. | 
refer, of course, in addition to my own report, to the Blenkarn report 
of the Committee of House of Commons, and to the report of the 
Sao committee on banking, chaired at the time by Senator Lowell 

urray. 


There are shades of differences among these reports. The 
Senate report, for example, places greater faith in business conduct 
review committees than my own report. Whatever the case, Mr. 
Chairman, there is a clearcut, well-known menu of prescriptions that 
are designed to uy to reconcile concentrated ownership with an 
absence of self-dealing. 


If you want to get away from, of course, the concentrated 
Ownership Situation, two alternative prescriptions have been put 
forward. The first of these is forcea divestiture. The second is 
encouragement of widely-held ownership over time as a matter of 
public policy. 


The Blenkarn report to the House of Commons, Mr. Chairman, 
is by now well known for the so-called "famous table" that appears on 
page 58 of the report, which is very likely familiar to you, and that 
would link the degree of concentrated Ownership permitted in a 
financial institution to the asset size of the institution. There is a 
Sliding scale whereby a financial institution with assets of under $10 
billion could be 100 per cent owned by a single party, going all the 
way In steps to one where a financial institution with domestic asset 
size of over $40 billion could not have more than a 10 per cent owner. 
Although this table, as has been pointed out, accommodates the 
Ownership patterns of most financial institutions at this time, it 
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would nonetheless force divestiture in certain instances. 


Mr. Chairman, the report of the task force which | chaired 
rejected the alternative of forced divestiture as. potentially 
disruptive of the financial industry. It favoured instead the 
implementation of measures which, as a basic principle of public 
olicy, would encourage the development of widely-held ownership of 
inancial institutions. Widely-held ownership would be achieved 
gradually, as the ownership of institutions changes from time to time 
and as new entrants seek regulatory approval io enter the financial 
industry. SHAN elaborate on the implementation of this alternative 
in a moment. 


_ But_before doing so, Mr. Chairman, | will make a personal 
confession. This is that in the wake of the Genstar/Imasco/Canada 
Trust situation, which arose after the submission of my task force 
report, | would no longer dismiss the alternative of forced 
divestiture, but instead keep it alive, if only as a potential threat 
that draws the attention of all the players. 


_ As for the alternative of widely-held ownership as a matter 
of public policy, | embrace this alternative more wholeheartedly than 
ever. It iS particularly appropriate, | think, that | should elaborate on 
the implementation of this principle with respect to the securities 
industry. This is because, as of the ministerial announcement of June 
11, 1986, there is a_new government policy on the ownership of 
securities firms. Given your committee's concern over the 
concentration issue, the policy on domestic ownership is, | believe, 
particularly pertinent. 


_. As you are aware, government policy opens ownership of 
securities firms to banks, insurance Companies and trust companies. » 
To quote from the honourable Monty Kwinter's statement: "At a 
minimum, we will be permitting them to own up to 30 per cent of a 
securities firm." Furthermore, in the Minister's words, "we are 
prepared to discuss allowing Canadian financial institutions to obtain 
an even higher ownership level." 


With Pee to the matter of an ownership limit higher 
than 30 per cent, Mr. Chairman, my task force report has a pertinent 
observation. In a setting where the owner/operators of a securities 
firm are one, two, or at most five per cent owners, it was our view, 
expressed in our report, that a single owner with a 30 per cent 
interest would exercise influence so substantial that it would border 
on control. It follows, Mr. Chairman, that a higher pEme rsp level is 
easily defensible on the ground that at the 30 per cent level the 
distinction between financial intermediation and market 
intermediation has already been breached. 


. Although | consider that the distinction between financial. 
intermediation--if. you will, what banks, trust Companies and 
insurance companies do--on the one hand, and market intermediation 
on the other hand--the underwriting activities of Securities 
firms--has served Canada well, | must admit at this time that the 
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impending global collapse of this distinction, epitomized by London's 
forthcoming big bang. and by a woridwide trend towards the 
securitization of debt, is making this distinction obsolete. To be 
sure, Mr. Chairman, in that new conflicts of interest arise once 
financial intermediaries own securities firms, new and stringent 


regulations will have to be put in place. 


abut ay subject matter today is concentration rather than 
regulation. | put it to Oe that in the light of a new ownership policy, 
it 1s more important than ever that it be accompanied by a 
well-enunciated policy to encourage widely-held ownership, and that 
this policy be rigourously implemented. 


To be specific, Mr. Chairman, in approving Say applications 

that would entail ownership of a securities firm above the level of 10 

per cent, | submit that the Ontario regulatory authorities should be 

specifically directed, first, always to give preference to applications 

by financial institutions which are themselves widely held. In 

pieeier Mr. Chairman, this will mean favouring applications from 
anks and mutual life insurance companies. 


_ Second, Mr. Chairman, it will be important to refrain from 
approving ownership 2 a closely-held financial institution unless 
there is evident need for this investment, and provided that this 
closely-held financial institution and its affiliates are engaged 
solely in the financial business. 


__This submission, Mr. Chairman, would preclude ownership of 
a securities firm by a trust or insurance company that in turn forms 
part of a vast conglomerate whose holdings, like those of Power 
Corporation and Edper Investments, are a mix of real--or, if Ou 
prefer, commercial--companies, and financial institutions. he 
continued separation of the real and financial sectors of the economy 
remains, in my view, eminently desirable. This separation imposes 
the most salutary discipline on the users of Gap! al because they 
must satisfy financial institutions of the feasibility of WIG REL DD SES 
for which they seek funds. The separation of the real and financial 
sectors is already, alas, breached by the major conglomerates. It is 
eminently desirable, in my view, Mr. Chairman, to attenuate this 
separation, and eminently undesirable to erode it yet further by 
permitting these conglomerates direct ownership of securities firms. 


_! am concerned, Mr. Chairman, about the concentration 
already inherent-in these conglomerates, on three grounds. First 
there is the straightforward issue of concentration of power, in Lord 
Acton's famous term: "All power corrupts; absolute power corrupts 
absolutely." A conglomerate can easily become a self-financing ring 
which, under economic pressure, will prove unable to resist the 
temptation of self-dealing. 


Second, Mr. Chairman, there is the issue of confidence in the 
overall fairness of the financial system. A financial institution 
which forms part of a conglomerate and, in turn, rations the credit it 
extends to a client outside the conglomerate, is easily perceived as 
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restraining the capacity of that client to compete with firms within 
the conglomerate. 


Third, Mr. Chairman, in my respectful view, all the so-called 
business conduct review committees in the world and all the 
ere edt that can be imagined are not proof against the abuses of 
self-dealing. In the words of my task force report, "Assurance that 
self-dealing will not arise in situations of closely-held ownership 
requires two acts of faith: the first, in the eee of controllin 

owners, and the second, in the capacity of regulators to ensure tha 
self-dealing prohibitions are in fact enforced. More than enough 
incidents have yielded more than enough evidence to tell us that these 
acts of faith rest on foundations that are anything but robust." 


_ Now, Mr. Chairman, in conclusion, if | could capsulize m 
reaction to the government's new ownership policy with respect to 
securities firms, | consider that this policy is certainly defensible 
given global developments, provided it is accompanied by a policy that 
will clearly favour ownership of securities firms by widely-held 
financial institutions, and by a policy that will Saas the large 
conglomerates that are a mixture of real and financial enterprises 
from owning such securities firms. 


There is only one part of the government policy that frankly 
has left me completely puzzled. It is that part of the policy whereby, 
apparently, a Canadian non-financial institution could be a 
substantial owner of a.securities firm. | say that | am left puzzled 
here because | cannot in my own mind understand what would justify 
this kind of breach between the real and the financial sectors. 


_, If, of course, permitting a non-financial enterprise to own a 
securities firm is yet another entree for the conglomerates, then of 
course | think the idea of permitting such ownership should be 
rejected. If on the other hand the idea behind the policy is, shall we 
say, to let a_free-standing commercial enterprise--a mythical, let us 
say, Acme Screw and Gear own a securities firm--l| cannot for the 
life of me comprehend what kind of synergy or mix of corporate 
structures would be involved. 


Honourable members, Mr. Chairman, that concludes my 
Opening remarks, and | am in your hands. 


A i Mr Seat Thank you very much. You have given us some 
interesting ood for thought and interesting conclusions. 


Mr. McFadden. 

Mr. McFadden: Professor Dupré, you certainly had the 
opportunity to look at this in a non-political, more or less 
dispassionate light through your work on the task force, and before 
and since. One of the things that has struck me is that concentration 
seems to fit into three distinct categories. 


First of all, you have the situation where you have 
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concentration of power and assets, and very clearly in Canada we have 
a huge concentration of the banks. Now, admittedly, they are broadly 
held, but_nevertheless there is a huge concentration within our six 
majors. That is one concentration. 


You then have a concentration of economic power with the 
conglomerates, and all their tentacles into financial Services areas 
and as well into industry and health care and who knows what else, 
and the potential problems that might create for self-dealing. 


The third concentration question Volt have relates strictly to 
ownership levels--forget about conglomerates or anythin 
else--within the financial services, actually. And they may not we 
be conglomerates; it could just be an, individual, and E-L Financial | 
think is the best example of that. It is all financial. So you have a 
concentration of ownership in the sense that that person or his 
Bec e group have a concentration of ownership in that financial 
Institution. , 


Now, if you look at the panorama of all these, | am just 
curious to know where we should be most worried in terms of 
concentration of ownership. Should we be most worried about the 
tremendous build-up and continuing build-up within the banks? And 
of course, the Minister's Securities Act may just reinforce that 
because that will aed up a whole new area for them. Should we be 
most worried about conglomerates and the potential for Seed 
Or should we just be worried on a more micro level here with 
companies and share ownership within the group? 3 


| Know there is an interrelationship, but it seems to me you 
have got three big concentration issues, and | am just Curious to know 
which package you would think is the most problematic, or do you 
ps ley are all problematic and we should worry about them all 
equally*% 


Prof. Dupré: Mr. Chairman, that is an excellent question, and 
rather than begin ay answer by broaching what you might or might 
not be most worried about, | will begin ae answer by pointing out 
what you probably do not have to worry about. What you probably... 


Mr. McFadden: That is a good place to start. 


Prof. Dupré: What you probably--very interestingly, to 
me--do not nave to worry about is the state of competition with 
ipepers to the provision of financial services. Certainly what my 
task force experience impressed abundantly upon me is that 
competition in the provision of financial services takes place in a 
wide number of different markets: the market for retail deposits, the 
residential mortgage market, and so on. and so forth. Over time, what 
we find has been happening as institutions expanded their powers is 
that there has been a great deal of competition in these several 
markets, sufficiently so that frankly, the enormous asset kind of 
concentration that you find in the banks, to me, has not in any wa 
interfered with competition in any of the number of markets in whic 
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_ Likewise, of course, what has been done by closely held 
financial institutions that restrict themselves to finance has not 
restricted competition. Indeed, it has enhanced it. And to give the 
conglomerates my pat on the back, their own activities have certainly 
played their own role in enhancing competition. 


So at this juncture, at least for the time being--we all live 
in the short run, of course--but for the time being, | do not see any of 
the three areas of concern outlined by the honourable member as 
Causing you any need to worry about the competition side of things. 


Now, at this juncture | will make the followin 
observations. With respect to closely-held financial institutions tha 
restrict themselves to the financial business, the concern, | think, is 
very real but it is not an issue of concentration. It is a very 
Straightforward issue with respect to self-dealing, particularly 
insofar as self-dealing should be a concern for reasons of SOME ny. 
lt is indeed among institutions that the famous Blenkarn table would 
leave 100 per cent owned, the $10 billion or less in assets, that we 
have had some of our great disasters occasioned by self-dealing. 
Closely-held ownership at this juncture may be a concern because it 
aaa: of course, the possibility of self-dealing, but concentration 
is not an issue. 


Now if | turn to, of course, the banks, especially the large 
banks, what | perceive, Mr. Chairman, is that over HS BE CUIaLy 
because there has been an erosion in our four pillars and of course 
insurance companies and trust companies have been able to move in to 
give the banks competition in the many markets in which they offer 
services, | believe that the simple asset size situation,- given of 
course that banks are widely held, should not prompt all that much 
concern over concentration. 


_ Now, by a process of elimination, | have come full circle to 
the major conglomerates that are a mixture of real and financial 
enterprises. At first blush, Mr. Chairman, like everyone else, | never 
fail but to be pips es by the quality and by the integrity of the 
individuals who hold senior positions in these firms. nat | have 
Bieeened to them when | have held my own hearings has simply been 
the following: there is a line in the Lord's prayer, Mr. Chairman, that 
is particularly pertinent to them. That line is: “Lead us not into 
temptation...." It is not when times are good, but when different parts 
of a vast conglomerate can come under economic pressure, that the 
temptation to engage in self-dealing--or that the temptation perhaps 
to have a conglomerate work as a self-financing ring--may become 
irresistible. And we are all human. 


_ Mr. McFadden: Could | ask a follow-up on this area of 
self-dealing? We have heard a range of views on that, everything 
from the fact that, "Don't worry about it; if you have capable 
directors and proper audit committees everything will be: fine, 
because those people should only make investments that are in the 
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best interests of the company, whether it is with a related company 
or with some third party";, we have also heard the proposal that there 
be an outright ban--period, full stop--no self-dealing with related 
companies at all. 


The other one, | guess the middle point, is the idea 
that--and | guess there are really two houses there: you can have 
self-dealing but you notify some public agency and the public agency 
will have 30 days to deal with it, to another thing where you say 
basically there is to be no self-dealing but ee could apply and get 
approval, which is sort of the reverse of the other self-dealing 
regulatory option. 


Peaing with that, are there any one of those options that 

ou find more attractive than another, or do you just--would you take 
a ie tPron ren or do you feel there is some regulatory thing we 
could build in‘ 


Prof. Dupré: Well, Mr. Chairman, the aes answer to that 
question is that my pO came down NeNy heavily on the side of an 
absolute ban on self-dealing, save for transactions in which the 
market quite automatically produced prices as a benchmark. 


But that much said, | want to make the following 
observations. | think, Mr. Chairman, that the role of audit 
committees, the role of business conduct review committees remains 
enormously important. It remains enormously important not least 
because, frankly, | am a regulatory pluralist. Anybody can write in a 
iece of legislation that something should be done; implementing that 
egislation is something else. And therefore audit committees and 
these business conduct review committees have an enormously 
important role. 


Again in the vein of Hele a eo any eles though, Mr. 
Chairman, IT will say that elt staffed regulatory agencies have 
an important role. Anyone who holds hearings, as you do, of course, 
Carries away memories of particular witnesses. One of the witnesses 
that | heard whose memory is seared in my mind is J. Douglas Gibson, 
certainly one of the most experienced corporate directors in Canada. 
The little lecture he gave us, Mr. Chairman, on the existence of "pliant 
Outside directors," which is on the public record, is certainly 
something that | can commend to anyone who would want to entrust 
eve ot to audit committees and business conduct review 
committees. 


Mr. Mackenzie: That is not the impression we got from the 
previous witness! 


Prof. Dupré: | cannot speak for the previous witness. 
Mr. Foulds: Nor, | understand, would want to! 
Mr. McFadden: So you come down in favour. . . 
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_., Prof. Dupré: | still come down in favour of the outright 
prohibition. 


Mr. McFadden: Would you think that there is any possibility 
of some form of a regulatory approval in certain circumstances, or do 
you feel that that just opens a Pandora's box of problems? 


_ Prof. Dupre: Well, Mr. Chairman, to unbutton myself, | will 
say this. [he view that is being put to me in the question Is one that 
was certainly pressed upon me, and | very much realize that it is 
being pressed upon this committee. If | unbutton myself, | guess what 
| would say is the following: the moment you start to step back from 
a stringent ban on self-dealing--which, mind you, has already forced 
you to make an act of faith that these transactions will be 
identified--but the moment you step back from that to say, "Well 
maybe we could be more permissive," the problem, of course, that | 
encounter is that the magnitude of the act of faith | am asked to make 
See up. There is going to have to be, self-evidently, | think, a good 
eal more discretion placed in the hands of regulators. 


My short answer is, how you consider this as a committee 
should be really an index of the kind of personal faith that you have in 
regulatory discretion. If it turns out that you have more faith than | 
do, then of course | think that the 30-day kind of situation that the 
honourable member outlines at least gives the regulators a little 
window of time to let a particular event sink in upon them, rather 
than having a situation where the train has already left the station. 
Is that fair enough? 


Mr. McFadden: That is fairenough. Thank you, Mr. Chairman. 
Mr. Chairman: Mr. Foulds. 


: Mr. Foulds: | have a couple of questions | would like to ask, 
but first lef me thank you for your blunt and refreshing presentation. 
And | weet | might--if | understand you, you Set that we should be 
mindful of the_line in the Lord's prayer, "Lead us_ not into 
temptation....". That is so that the following line, about "Forgive us 
our trespasses...." does not have to be uttered publicly or privately, | 
suppose. 


One of the things that struck me was that you are so firm in 

ial conviction about the outright ban on self-dealing, and you are so 

irm--| think you are probably the firmest witness we have_had in 

terms of financial institutions of all ypc being widely held. Can you 

give us some idea of the process that you went through to arrive at 
is conclusion? 


Prof. Dupré: Well, | think in part, Mr. Chairman, what 
certainly helped us towards that conclusion probably took place 
before fhe process we had as a task force. And here |_do refer, of 
course, to the very considerable experience that Mr. Dick had as 
Deputy Attorney General, as Deputy Treasurer. That, of course, gave 
him that front row seat on the unfortunate events that we know so 
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As the unknowledgeable member. of the task force, | will 
tell you at this juncture that | was equally impressed by the vigour 
with which my other colleague, Mr. Macintosh, who comes from the 
corporate side rather than the regulators’ side, espoused exactly the 
same view. Doubtless, you might wish to have either of my 
colleagues speak for themselves on this issue. 


_ | will say this: as the ay observer in our three-cornered 
discussions, what | found enewnous VapIeS sie about the consensus 
between my two colleagues was that one, from the standpoint of 
regulatory experience, was saying, "Beware of the loopholes here and 
there that expand regulatory discretion." My other colleague, Mr. 
Chairman, was impressing me very much because | was saying to 
myself, here is an individual who. comes at it with, shall we say, the 
Blake Castles expertise in seteaal for and opening loopholes; | 
believe that he is telling me that if you have loopholes in the first 
place, they will become wide-open poles doors by the time the 
expertise of the legal profession gets through them. 


Mr. Foulds: So what you are edie is that the only real 
bulwark we Rave are those two firm ones because once those get 
breached, the breaches can enlarge. 


Prof. Dupré: Well, what | am saying is this: if you want to 
consider something other than the sort af absolute ‘ban that. your 
colleague broached in his hypothetical question, what | learned in the 
task force school | attended was, think twice. Think twice about 
these kinds of partial exceptions, for two reasons. One is that 
regulatory experience indicates that it is awfully difficult for 
regulators to handle that discretion. Another source of experience 
says that the kinds of exceptions you put in in the first place .are 
going to turn out to be much larger exceptions than the legislator 
HOTA given the ingenuity of the legal profession to open up 
oopholes. 


Mr. Foulds: We have had testimony before us--and | do not 
think | am IRGC ne it--that said that the disastrous occasions, in 
other words financial collapses that we have seen in recent years, 
mete not related to self-dealing. | do not think | am misquoting some 
estimony. 


Mr. McFadden: They said bad management. 
Mr. Foulds: Yes. Would you comment on that? 


Prof. Dupré: There are certainly a number of instances 
where, of course, this appears to be the case. We catalogued the 
various sources of failures as having involved not only self-dealing, 
but--the list is right in here somewhere--poor management was very 
definitely one, and of course a lack of diversification in assets and 
liabilities. These are enormous causes of financial failure, and of 
course the Estey Report, which will have looked at the CCB collapse, 
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Our findings, SR ie though, in terms of submissions before 
us but also the research that we did, made it quite evident that 
self-dealing, along with some of the other causes, did feature very 
prominently in any of a number of situations. And certainly | think it 
should be very hard, Mr. Chairman, for anyone to convince an Ontarian 
that self-dealing cannot be at the root of certain failures. 


Mr. Foulds: Thanks very much, Mr. Chairman. 
Mr. Chairman: Mr. Mackenzie. 


Mr. Mackenzie: Yes. Just along the same line as my 
colleague. Talk about impressions--it stands out in my mind that the 
previous presenters’ views, although they were almost in lock-step 
with a few others that we have had, and your own are so 
diametrically opposed in the message that is eile eae to_us that 
certainly, as a lay. member in this subject in this committee, it 
throws me a little bit. | sort of appreciate your presentation simply 
because | felt that | was being told that somehow or other | was just 
not trusting the wealth of experience and authority and business 
acumen, if you will, by suggesting or asking questions about the need 
for diverse ownership or the dangers of non-arm's-length dealings, 
and ie begin to wonder or question your own judgment on the issue. 
And then we get a presentation such as yours. 


And | am not sure just exactly what we should be looking for 
in each of these presentations, other than one or two of the points you 
have made, to make a value coment on what we have heard. | think 
you have helped me a bit, but | am just struck bY. | guess, the "We are 
a bunch of good guys and we have been really successful, and you 
really should not be putting these obstacles in our way," on the one 
Bas ane then as hardhitting a presentation as you have given us here 
is afternoon. 


Pror, Dupre: Well, Mr. Chairman, | would like to thank the 
honourable member for those remarks. Perhaps a pertinent point 
would be that | am here this afternoon because | was Invited by your 
Clerk to appear. Absent an invitation, you would not have heard me, 
and this may perhaps permit.the observation that the invitation of 
witnesses, aS well as the hearing of witnesses who bring themselves 
forward, may be of value as this committee proceeds. 


_ Mr. Chairman: The large corporate witnesses have not been 
bane un over themselves to get here. However, that is an interesting 
point. 


Mr. Ashe. 
Mr. Ashe: One last quick item, and unfortunately | ee called 


out a couple of fimes. | hope it was not covered. If it was, please say 
- $0 and | will catch it in the record. 
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_| think there has been a general reaction to the question of 
self-dealing, et cetera, in the way of speaking that it is a good thing, 
that where there has been, just about without exception--and | thin 
maybe you touched upon it when you were summarizing what was in 
your report--where there has been self-dealing that has ended up 
Causing problems, it was because the regulators did not look at the 

eople in advance. In other words, if you make sure at tne beginning 
hat it is honest, reliable, respectable, good-record people, that it is 
much less likely--| do not know that anybody ever said 
impossible--but much less likely to happen; that when you look at the 
situations where it did happen, it usually involved people that maybe 
should not have been allowed to be in that position in the first place. 
Do you think there is any credence to that argument, from your 
Studies and experiences? 


BLO “pe Yes, sir, | think there is a great deal of 
credence to it, and to blow the horn of my report, if | might, since you 
have given me the opportunity, | would like... 

Mr. Ashe: No charge, no charge! 


_ Prof. Dupre: | would like to point out that we emphasized 
that with respect to personalities and so on who come before the 
regulators for approval, with respect indeed to the whole variety of 
matters that can come together in terms of applications to the 
regulators with respect fo new incorporations, transfers of 
ownership and so on, we pointed out that in our view the standing 
committees of the legislature may have their own very salutary role 
to play, SUnD in the form of requirements that there be een el of 
the information that regulators had before them at the time they 
made decisions, with a standing committee of the legislature. 


_ 10 be specific, one of our recommendations was that a 
standing committee of the legislature should be designated as the 
mandatory recipient of a compendium of all new. incorporations, 
changes in ownership and other matters, as prescribed in any of a 
number of recommendations we made in the report, and also of all 
reports required of the Sean agate of deposit institutions and 
insurance and of several other official bodies in Ontario. 


And our rationale for this kind of recommendation, Mr. 
Chairman, was very simply that there is an added safeguard, an added 
check and balance with respect to the integrity of the regulatory 
system if regulators know that the decisions that they are making, 
the people of whom ey are approving, see the light of day before a 
standing committee of the legislature. 


Mr. Ashe: Thank you. 
Mr. Chairman: Thank you very much. Any other questions? 
This has been extremely valuable, sir. | think Mr. Mackenzie 


summed up a lot of the thinking fhat has been going on in a lot of our 
minds. | think we are going to have to take a second, closer look at 
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your report, and we appreciate very much your coming here. 
Prof. Dupré: Mr. Chairman, it was an honour to be here. 


Mr. Foulds: | just Mere of one quick thing. Could you point 
our researcher, Mr. Bond, quickly to the place in which he can find that 
little lecture by Douglas Gibson on "pliant outside directors"? 


Prof. Dupre: Yes, because we... 
Mr. Foulds: You actually included it? 


Prof. Dupré: We cited where it is in the report, and | will be 
able to give Mr. Bond the citation momentarily. i 


Mr. Foulds: |! would like him to dig that out for us just so | 
can read it before I fall asleep some night. 


Mr. Chairman: Thank you very much. 


One brief matter of housekeeping. Some time ago, as a 
result of a discussion, | listened to a fair amount of argument in 
favour of asking someone from the Blenkarn Commission to come and 
talk to us, but the position of the committee was that they wanted to 
think about that for a week. | think more than a week has gone by, and 
no invitation has been extended because the Clerk was not in fact 
Lee el to. Does the committee have any further thinking on that 
subject’ 


Mr. Foulds: After this stage | would find that useful 
actually, because we now have had views from the corporate world, if 
you like; we have had views from some independent consultants. So it 
might be worthwhile to have a representative of the committee, and | 
think there was a minority report as well. 


Mr. Chairman: Yes. 

Mr. aoe One of the signers of the minority report. | do 
not think it Is of great urgency, like immediate urgency, but | think 
probably you would want to include... 


Mr. Chairman: It would be helpful to us. Bring them in 
together perhaps? 


Mr. Foulds: Sure. 
Mr. Chairman: A representative of the minority plus the 
chairman’: 


Mr. McFadden: One of the things that strikes me is the 
proliferation of studies. T believe Professor Dupré mentioned this, or 
someone did, about the Senate committee as well. 


Mr. Chairman: Yes. 
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Mr. McFadden: The Senate Committee on Banking, it seems to 
me, does an awful lot of work in this area, year in, year out. | do not 
know if it is possible to get some sort of a meeting with them and the 
Commons committee at one time, because surely the people on the 
Senate end have made this a study for years, and it would be 
interesting to find out what they are doing. They seem to release 
reports on a regular basis. So | am just wondering if we could not 
find some way {to get it all done at one time, because we do not want 
to be tripping over each other with all our reports, and both--the 
Senate is almost more regular in what they do than in the House. | am 
just Haale flsie if it would not be worthwhile trying to get some form 
of meeting with them at the same time. Maybe that is too much. 

_ Mr. Ashe: Maybe we could have a joint meeting in Nassau or 
something. 


Mr. Chairman: Are you suggesting the whole committee? 


_ Mr. McFadden: Well, | do not know how we do this. Well, no. 
| was thinking of maybe the chairman or some appropriate person who 
has been involved in doing all this work and having all these hearings 
as they have done in Ottawa. 


Mr. Chairman: Is that Senator Murray? 


Mr. McFadden: Yes. | guess it was Senator Murray. Maybe we 
could meet with nim. 


if Mr. Chairman: He must be a close friend of yours, Mr. 
McFadden. | 


Mr. McFadden: He is not the chairman any more. But maybe 
we could meet with him since he was the one who was chairman. [do 
not know if he would be available, but he was the Senator who chaired 
the various hearings they had looking at this, and it has been cited 
several times so far. 


Mr. Chairman: But you are talking about that not in the same 
context as Blenkarn, or are you? 


_. MrMcFadden: Well, it seems to me everybody has been going © 
at this issue almost simultaneously. 


Mr. Foulds: | think what David is sliggestinig is that if we 
hear these witnesses, we hear them, if nof on the same day, 
concurrently or sequentially. — 


Mr. McFadden: Well, if we possibly can. 


Mr. Chairman: All right. So the Clerk then should perhaps 
contact Mr. Blenkarn, a representative_of the minority on his 
committee and the present chairman of the Senate committee, and see 
if a date can be arranged in which all of them, if possible, could be 
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Mr. McFadden: The only thing | would raise, Mr. Chairman, is 
that there may be a question of propriety or whatever, of having them 
here as witnesses. It ek be that a meeting with them might 
produce more than doing it that way. | do not know what the normal 
courtesy is back and forth between Bee oe ys and legislative 
committees, but | am wondering if the more normal thing... 


Mr. Mackenzie: | think David may have a point there. | think 
it would be useful to have the meeting. Whether they are here as a 
formal witness or not is another matter. 


Mr. Chairman: Perhaps that could be canvassed and checked 
out. 


Mr. Foulds: There are two precedents. We could in fact go to 
Ottawa, perhaps, if that were the gn protocol. The other thing is | 
know that when we were on the Hydro committee, we did have a 
member of the federal Parliament, Mr. Stevens, at that time, testify 
before us about the international uranium cartel. 


Mr. Chairman: We had one on the Trade committee who asked 
to come and speak fo us. 


. Mr. McFadden: ae thought it might be more productive--| 
am just raising this--to sit down and have a meeting with them, just 
to exchange ideas, then have this sort of formal session, given the 
fact that they are another parliamentary body. 


Mr. Chairman: All right. Thank you very much. 

One other thing before we adjourn. Tomorrow 
afternoon--the_ pattern continues--Mr. Frank Zinatelli, of the 
Association of Canadian Financial Corporations, will not be here. He 
is sending a written brief. He does not wish to appear. 

The Clerk: So it is cancelled for tomorrow afternoon. 


Mr. Chairman: The Consumers’ Association meeting goes on 
as planned. 


The committee adjourned at 4:20 p.m. 


fepons On, a1 pert) Herne : Ney 
21 dope at one si sortag we GO A 
Beane ieee Trig afiaot hy eur “atta 3 
of rewetl ag wih inem st ine same. rene ty ae at : 
bel sarlo Mt ashe, Mayes wo isnt ; pasts ; Me oie 


find some way to get kt it 
ee] JPohal this 
jus? wondering iil would aot 
we quid F avG = iol 1 TE 


“Tiel ung. 
of O° oat 11 dive EW .2inaliaosiq owl 215 9 HT -2biuos. 
I 2) pric icitOoeaT: Peiapeltt OP Te ary | laqerreey 
3 vere 10 SW, user mimas OIA ont m7o Siew ay aioe 
yliize) Pah Be ev Sie laWiginenisitetiiniebs hs 
eee ho cae Giiso Cainer Ane Sn oiter mass: Sop fates i 
nee he en involved. in-da: b aul this Work Sree! aie a | 
isepkterort eutiowndn Sbiav¥-orl} 10 ano bad ew nem i 
Bu of 
ue ain ¢ 1); } f vif sex he > 


l~svilouboid. Sion | ag | irigien fi TdnnOr) tau 190; 2 
feui meri yt with Rain. vs: bens RB ofa 


auth) tau c atti BImol to Nog Sif oven ner , yi te Foe 

: D0 oy ginemsiheg eon 5 ols 2 aaa 
Mr. Chelirna: mu | nenG Ours, 

Mitr Beiter foun VI8V oo Went fen TWA Mil = misc) a 


we OMA Wt athe psd tye (cay rhe ody Bagg on 
ane Chniic ee inate at sane oeamth awelisqes 
shi | ren 4ctor How Paqigoued 2s topatdsnitib Gia ter ae 
ne various “He As eae let lala socsse ehniteno' imp iihnes 
Several times 
NOOO! mane ts worama! 16) baliconiy si HOG =he 
Bul you Are taiMing BOoUl Tat NOt i Ae Sane 
ated er cli wahyaunuenoO BAT “namls 


es) hy ‘ eg is be : ' 
Mar 7 ie Well, i stem te me eve vocely hag been GaP 
: this issue almost is mde ealtimimnoo orf 


ir. Pouige: i think whal David te au pQesting is that 7 oe 
, ap we heat iham, a not on the hams (ay 


| : Met ander: Wall, «we ieaaihimain 


i Ger aia an: All refit a og dit 
con tact ¥ “alt 9 a fs (fasen H 

nities afd he on present cha 

a date can be afranded in which all 


Publications 


F-22 


STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 
CORPORATE CONCENTRATION 

THURSDAY, OCTOBER 9S, 1986 

Morning Sitting | 


STANDING he ON FINANCE AND ECONOMIC AFFAIRS 
ltchener 

Ashe, G. L. cba West PC 

Barlow, W. W. Cambridge PC) 

Ferraro, R. E. (Wellington South L) 

Foulds, J. 5 ort Arthur NDP) 

Haggerty, R hid 7 

Henderson, D. J. (Humber L) 

Mackenzie, R. wi! (Hamiton East NDP) 

McFadden, D. J. (Eglinton PC) 


Substitution: 
Baetz, R. (Ottawa West PC) for Miss Stephenson 
Callahan, R. (Brampton L) for Mr. Ward 


Clerk: Mellor, L. 
Clerk pro tem: Carrozza, F. 


Staff: 
Bond, D., Research Officer, Legislative Research Service 


Witness: 


From the Consumers’ Association of Canada: 
McDonald, A., 


F- 
LEGISLATIVE ASSEMBLY OF ONTARIO 
STANDING COMMITTEE ON FINANCE AND ECONOMIC AFFAIRS 


Thursday, October 9, 1986 
The committee commenced at 10:10 a.m. in committee room 2. 


CORPORATE CONCENTRATION 
(continued) 


nvin ee Let us get started. Just before we start, | 
would like to say that next week, of course, the House will be sitting, 
and it would be my interpretation--and | think it would speak volumes 
to the House leaders--my interpretation of our previous resolution 
that next Thursday we would start meeting at 9:00 o'clock in the 
morning, even though we are still dealing with corporate 
concentration as opposed to forming a budget. 


_ Mr Foulds: | do not think we can do that without a 
resolution in the House, Mr. Chairman. 


Mr. Chairman: The Clerk informs me we can do that. We can 
do that without a resolution in the House. 


_ The Clerk: As far as | understand, the time of the 
committeé can be arranged by the committee. You have that option. 


Mr. Chairman: ‘We met earlier this week at 11:00 instead of 
10:00, and we did not--of course, that was before the House was 
Sitting. 

Mr. Foulds: Well, the House leaders will not be meeting until 
next Thursday. Z 

Mr. Chairman: No. The other thing | wanted to tell you was 
that the House leaders, who we thought were going to be discussing 
us this morning, apparently had their meeting last week and will not 
be meeting again until next week. 

So, housekeeping out of the way... 


Mr. Foulds: Well, you will not get me here at 9:00 o'clock. 
Just understand that. y g 


Mr. Chairman: All right. Because you are going to be talking 
to your constituency” 


Mr. Foulds: You bet your life. | will be here at 9:30. 

Mr. Chairman: Let. us eet serious, folks, because this 
morning we have with us Archie McDonald, and | expect we are going 
to have an extremely interesting session this calla because we 
have had probably a lot more input from the participants in corporate 
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concentration than we have from those who may be observing it or 
reacting to it. And obviously, those for whom we should be extremely 
concerned would include the Consumers’ Association of Canada. 


Mr. McDonald has a submission which has been distributed 
and as well, he is going to go through that with us and then wil 
entertain questions. 


Mr. McDonald. 
CONSUMERS' ASSOCIATION OF CANADA 
Mr. McDonald: Thank you very much, Mr. Chairman. 


It is certainly a pleasure to be here on behalf of the 
Consumers’ Association. | bring you regards from our President, 
Barbara Beck, who unfortunately was not able to attend this memin. 
pebere to aN before leaving, and she asked me to bring her wishes to 

e committee. 


| was hoping that the Chairman would not bring things too 
quickly to a serious note because, while people are in the mood for 
levity | AA SReUTA Gear tee would tell just a little story that | picked 
up while | was doing a bit of review for this presentation. It had to 
do about committee matters. 


appalenty, one of the most important buildings at Oxford 
University was builf on a piece of ground that had a 999-year lease, 
which only came to the aitention of the file people after some 
time and after the building had been put up. So they started to set up 
a committee to decide wnat to do when the lease was over, and the 
took a look at the material and found that there was 404 years gone. 
One wag said, "On the basis of the progress that committees normally 
me rete it's about time we set up a committee to decide what 
we should do." 


Mr. Foulds: We do that all the time. 
Mr. Callahan: That is how they keep us off the streets. 
Mr. Foulds: Speak for yourself! 


| Mr. McDonald: Now for the more serious matters, Mr. 
Chairman. 


_The Consumers’ Association of Canada is a ear 
non-profit, tele ACN organization with more than 160,00 

members throughout the country, of which in excess of 56,000 reside 
in Ontario. It is devoted to informing consumers on a wide range of 
consumer policy issues, goods and services, and to providing them 
with a united voice for expression of their views to government, 
trade and industry. 


CAC (Ontario) welcomes the opportunity to express our 
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views to the select committee examining the organization and 
operation of financial institutions in Ontario. 


_ The position of the Consumers' Association of Canada 
(Ontario): the Consumers' Association believes firmly in the principle 
that more, not less, competition ultimately benefits the consumer. 


hi The CAC believes that the trend to increasing concentration 
in financial institutions and the blurring of the traditional four 
pillars is not in the best interests of consumers because a large 
concentration of financial power in the hands of a few will ultimately 
result in oligopolistic behaviour and economic costs being passed to 
the consumers, based more on organizational inefficiencies than the 
resultant market-driven prices assured by a highly competitive 
market made up of many competitors. 


_ The CAC believes that when corporate concentration in 
financial institutions increases, the risk to the consumer sector 
multiplies in an unacceptable fashion, For example, large loans by 
banking institutions to high-risk creditors, for example oil and gas 
explorers or foreign debtors, et cetera, carry with them an undue Tel 
level of financial risk to both the lending institutions as well as the 
general economy. 


_In many instances, the size of the loans and the attendant 
risks arise solely from the lack of competition in the financial 
marketplace. Many of us are familiar with Lord Keynes's oft-quoted 
phrase, which | wish to repeat here as a means of underscoring this 
all-important point. Lord Keynes once said, "If | owe the bank $1,000 
and | can't pay, I've got a problem. But if | owe the bank a million 
dollars and | can't pay, the bank's got a problem." 


When a few financial institutions are capable of making 
loans so large that the question of. their very repayment places a 
shadow over the community's--that is, depositors'--financial system, 
then corporate financial concentration cannot be said to be good. 


There are numerous examples of this very situation in the 
world today. Many of our Canadian banks, for example, have large 
loans outstanding to creditors whose ability to repay is in question 
and who, in a real sense, hold hostage the Canadian consumer. This 
raises the real question of whether consumers, in the sense of 
depositors, ought not to have more say in the decisions leading up to 
the use of depositor funds. 


Another issue that affects the Canadian consumer relates to 
the very important issue of cross-ownership of financial institutions 
and the problem of self-dealing. Freely competitive marketplaces 
result in economic decisionmaking based on the principle of economic 
prices set by supply and demand. Supply, costs and prices derive from 
market-driven efficiencies, not from administrative arrangements. 
Self-dealing clearly can and does result in prices to the Consumer 
that are set to maximize corporate profit, without normal interplay 
of market forces. For example, when a financial institution refers its 
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customers to an interlocked corporate entity, the customer frequently 
will end up paying a higher price than if a non-referral took place and 
the customer's choice prevailed. 


One of the often-stated arguments for allowing corporate 
concentration of financial or economic power is that largeness is 
necessary in order to be efficient. This is often stated in relation to 
the need for largeness in order to be internationally competitive. 


Although this argument may _hold true for international 
markets, it is too frequently used by firms such as banks as an 
argument for increasing their size and control over the domestic 
market. The result here again, based on economic theory and evident 
in the marketplace, is higher costs to consumers than would 
otherwise be the case. 


What does the CAC want? CAC (Ontario) believes that 
consumers would be best served by a financial system that is 
Organized to maximize the efficiencies of capital asset utilization. 
Consumers want the least cost for servicing their capital 
requirements. In other words, the lowest possible insurance 
premiums, loan rates, transaction costs, trust administration 
services and so forth. 


lf this goal is best served through a high degree of corporate 
concentration in the financial Some then economic theory 
suggests that a greater degree of regulatory control is required to 
protect the consumer from abuse. 


Thank you very much, Mr. Chairman. 


Mr. Chairman: Thank you very much. 
Mr. Ashe has a question. 


Mr. Ashe: Yes. Thank you, Mr. Chairman. A question first, 
and then a few observations on a Couple of the points. 


Would it be a safe conclusion to suggest that your brief 
generally is talking about the Canadian banks per se? 


_ Mr. McDonald: Actually, it is more oriented toward the 
Canadian banks, | guess in terms of some of the points that are made, 
than to other financial institutions. But the principles would apply to 
other types of institutions, whether they be insurance companies 
whether they be brokerage houses or whether they be trust 
companies, in terms of the problems that arise through corporate 
concentration that goes beyond the point where you get competitive 
prices. 


; Mr. Ashe: That is not what.! get out of your brief. Frankly, 
it comes across to me as being soled) oriented to the banks 
because of their capacity, because of their largeness, to make huge 
loans--and using a couple of specific examples, offshore, of course, 
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_ and to the oil industry in Canada--which smaller ones could not do, 


and probably, quite rightly, should not have been done by the big boys. 
And | have no problem with that, but | find that somewhat 
inconsistent with Corporate concentration in the context of limited 
ownership. As we all know, it is all limited ownership in the 
anacan banks, in the large banks in any event; they are widely-held 
y law. 


 . So that really is not the problem. | think it is size, 
which--in my view, the Concentration is not necessarily the same. 


Your views for example, personally and, | presume, on behalf 
of your association, what are they right now in terms of the trust 
company business, which | think we could all agree has probably been, 
if there has been any bright light in the Conve uve tunnel in the last 
decade or so, it has been the growth generally--and we can point out 
some bad examples, that is for sure--but the growth generally of the 
trust company industry that is becoming stronger, more competitive, 
and if anything, smartened up the banks to some degree, at least in 
terms of Operating hours and that kind of thing. 


So can you--is there any different position to the Se esials 
industry, to the banks per se, versus the insurance companies, whic 
are really not the main player to the consumer, and the trust 
companies? | 


; _Mr._McDonald: | guess, to make my point clear, | do not 
differentiate between the problems that we get in terms of corporate 
concentration between the banks per se or trust companies. In other 
words, although we have seen. a good deal of competitiveness 
emanating from the trust companies tn the last two or three years, it 
would nof be our position that that means that consolidation of the 
trust companies should go on to the point where there is one, if you 
like, major trust company, to be sure. 


1 © Now, there has been a good deal of consolidation going on 
within the trust company industry, although there has been a number 
of new entrants and, of Course, Some rules and regulations in terms of 
how people get in and so on. But as | understand the mandate here, 
and also putting our position, we are concerned about permitting 
concentration within any of these particular groups that you want to 
talk about, the four pillars or whatever, if that can be concluded in 
any way to mean a dropping off at some point down the road in 
competitiveness, and therefore higher costs to consumers in terms of 
doing their financial transactions. 


| Mr. Ashe: Okay. One last one, Mr. Chairman, and then | will 
pass on. 


We have heard, needless to say--and | do not know if you 
have been able to follow any of the testimony that we have had before 
us--needless to say, from the financial institutions, particularly the 
trust companies, the industry that owns or controls some of the 
larger trust companies, that size has been helpful, has given them 
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strength. Because there are some biggies out there, who are, granted, 
are gelnig bigger--and | agree with you that when is that point when 
we lose that competition is an issue--but because of the strength, it 
has helped the industry and they have been able to do things they 
could not have done otherwise. 


But one of the things they say, of course--and we have heard 
the opposite from others, and | am sure including yourself--that they 
need to have some kind of a major position to be able to have the 
input and the control to not allow the company to make these kinds of 
big loans that are not really proper, offshore loans that are not 
plone And again, that to me seems to be the other side of what the 

anks have done, which are extremely, widely held. And there are no 
Oty positions involved or significant positions involved by 
anybody, includin Gana on the board, and yet they are the ones 
that have made these questionable--we will put it that 
way--investments over the last number of years. 


_ Now, that is what they say: you know, by having their own 
financial interest right there, they are just not going to allow those 
things to happen. Now, is that a valid argument, in your view? 


_ Mr. McDonald: | think it does have some validity, obviously. 
One point in this area that you are uolacaas an example, which we 
course brought out in our brief, is the dubious investments. | 


We do not have, obviously, all the insight that a lot of other 
Beonle have, but we wonder about this whole question of whether 
here should not be some representation of depositors on some of 
these boards. And | say that in the sense that, as you people only too 
well Know, the amount of money that banks and/or trust companies 
can Gensel in terms of their ability to loan is a wy of what 
the deposits are, and therefore they can get themselves into a 
poson where they are dealing with a whole lot more dollars. But 
he representation of the people that actually are responsible for 
making that happen does not appear to be getting through to the 
decision-making process. 3 


In other words, if you or |, as a depositor of our $10, if that 
happens to end op in $100 that they can deal with, what have we got 
to say about it? Not very much. 


And | one we are searching in part for some mandate, | 
guess, that would bring more responsibility relative to, not, as you 
are referring to, the widely-held shareholding of the financial 
institution, but back to the point of the person that actually has put 
that operation in business, meaning the depositors. 


Mr. Ashe: Okay, that is valid. Do you think in the case of 

insurance companies, though, that that has made any difference in 

their policies? As you know, in your mutual companies--well, | guess 

even in your stock companies--roughly half the board has to be 

BOG -holder/directors. Has that made any difference in their 
irection “ 
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_Mr. McDonald: | think that is probably difficult to prove, you 
know, without having a Hees deal of evidence. But it ety makes 
one rest a little easier that policy-holder voices are actually being 
heard in that situation. 


Mr. Ashe: That is valid. Scat Thank you, Mr. Chairman. | 
will allow somebody else to have a shot. 


_Mr. Chairman: Mr. McFadden, Mr. Callahan, Mr. Foulds and Mr. 
Mackenzie. 


Mr. McFadden: Thank you, Mr. Chairman. 


| wonder if | could look at the current state of competition 
in terms of financial services in Canada. We have been discussing in 
the last four weeks that particular issue with everything from the 
bank and trust companies to the Chairman of the Securities 
Commission, to Professor Dupre yesterday. 


_ The overall impression that we have been left with is that 
there is in fact a high degree of competition today among financial 
institutions, and that in fact we perhaps have more competition today 
than we historically have ever had, when you add together the banks, 
trust Companies, credit unions, investment dealers and everything 
else that has been popping up. Do you agree with that analysis or do 
oH think that there is something erroneous in what they have been 
elling us‘ 


One of the things that has struck me is that you made some 
distinction between the consumer, meaning the man on the street, and 
corporate lending, and_| am just curious to know if you would agree 
with the analysis that in_fact today we have more Competition than 
we have had historically? 


Mr. McDonald: | think in certain areas of the financial 
community there is definitely more competition, because it appears 
as if other entities that were normally excluded, or for whatever 
reasons did not participate in loaning money or some other financial 
services, are now involved in that, and that has obviously brought 
some competition. Now, as | say, there is some blurring of the 
traditional segmented financial sectors, and that has brought some 
additional competition. 


One of the questions that stays in your mind, though, is if in 
fact there is this heavy degree of concentration in terms of the 
ownership by the banks, and as | am sure other people have said, on 
the basis of our research, at least, the high Cea of ownership that 
seems to be coming about in some of the other areas in terms of 
corporate concentration, you wonder where that is going to lead to. 


Obviously, as people have been able to step into one sector 
and out of another, they have brought a degree of competition into 
that sector that had not been there before. You wonder, however, how 
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long with that last if in fact concentration goes on within some of 
inesemers dispersed financial institutions. Like, will we continue to 
see it’ 


So it is the long way to answer your question. | do believe 
that in the current circumstances there is a good deal of competition 
in a number of areas, and probably more than there has been in the 
past, but the question remains, where are we going in that area? 


_Mr. McFadden: Where do you see the major problem 
developing? We have been told by some of the witnesses that the big 
threat to competition and the Degas: problem of concentration is the 
overwhelming power of the banks; they have such a huge percentage of 
the total assets in the financial sector that we have quite an 
unhealthy concentration among the six major chartered banks. 


They have told us, "Oh, don't worry about that. We are 
broadly held, no problems. No one can own more than 10 per cent of us 
SO eve ang is fine, you should not worry about that"; that what we 
should be worrying about is other sectors where individuals can own 
more than 10 per cent of the trust company or whatever. How do you 
react to that? Do you believe there is an unhealthy concentration of 
financial assets within the chartered banks? Do you think that is a 
mele overwhelming concern or do you think there are other issues 
that are more important in terms of Concentration? 


| know you have commented on the banks. What! am getting 
at is, how big a problem do you think concentration within the banks 
is In terms of their size and power? 


Mr. McDonald: |! do not think | am in the position really to 
conclude that we are now in the position, in terms of corporate 
concentration in the ee anil community, where we have problems in 
terms of excessive charges to consumers. That conclusion would onl 
be and could only be reached after a very extensive bit of research on 
what. sort of profits they are taking relative to what might be 
considered to be normal, and we do not have the financial 
we ewitbet as an organization, to actually conduct those kinds of 
studies. 


But based on organizational theory, in terms of the 
structure of the banking industry, it would suggest that the kind of 
concentration that they already have, meaning somewhere in the 
neighbourhood in excess of 50 per cent of the assets, that they would 
be in a position to act In an oligopolistic manner. And that tends to 
sugges! that there is at least the potential for them to take more out 
of the marketplace than would be the case if that was spread around 
among more firms; in other words, that they did not have the same 
degree of competition. 


cl Mela et we are not in a position to deal with the 
quantitative aspects of it because we have not had the resources, nor 
have we had research provided to us, that would allow us to draw hard 
and fast conclusions. But think the evidence in terms of what people 
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say should happen, given the organizational structure that we see, 
then it is bordering on being a problem. 


CouM eee When we started our hearings, we received a 
submission trom the provincial government, from the new. Ministry of 
Financial Institutions. They suggested to us that the major concern 
of the province had to be the integrity of the financial institutions 
above everything else, that it should be paramount. And that point has 
been made to us by other witnesses, ahead of competition: that the 
objective of eA in the government, the paramount overriding 
concern should be integrity, Security of the depositors, above all. 
Competition should be a secondary--not necessarily unimportant, but 
secondary in terms of our thinking. 


Not everybody shares that view. | wonder if you could give 
us your opinion as to whether in fact that is a valid or a proper 
approach for government regulation to be pursuing. 


Mr. McDonald: Tels consumers are very concerned 
about the integrity of the system from the point of view of security 
of their funds, but it comes down to a balancing between how much do 


you pay for that integrity. And there is a saw-off. There is a 
combination of things that Can be done. 


; We have the deposit insurance there at the moment. Maybe 
it could be increased more in line with inflation. | know it has been 
increased in the past. Maybe there is some way of having specific 
insurance that people could actually buy to guarantee their deposits 
above and beyond a certain level, that would provide some security. 


_ It seems to me that Bade: like yourselves have to draw that 
conclusion, as to where the balance is between providing- sufficient 
rewards to guarantee the integrity of the system, as opposed to the 
cost of doing that job. 


Mr. McFadden: And that is a difficult balancing act, very 
Clearly. 


Mr. McDonald: Indeed it is. 
Mr. McFadden: Thank you very much. 
Mr. Chairman: Mr. Callahan. 
Mr. Callahan: | read your brief as being one that infers that 
concentration or the blurring or the elimination of the pillars 
otentially is a dangerous matter for the consumer, and | would EA 


ike to put forward a hypothetical genlde And perhaps it is not so 
! pothetical. | am sure Mr. McFadden has run into this in his former 
ife. 


You get a company that is a developer, that is selling new 
homes... 
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Mr. Foulds: McFadden never had a former life. He rose 
full-blown out of the dust. 


Mr. Callahan: Why don't you go call your constituents! 


Just to go back to the hypothetical exampe, you have got a 
company that is a developer of real estate, and it is developing a 
major subdivision. Perhaps they are one of the giants of the industry, 
where they develop subdivisions all over Ontario and Canada. The 
have an agreement of sale that is probably about four pages long, wit 
all of the perks on their side, some of them being that the purchaser 
shall take a transfer of the insurance policy in existence, which also 
happens to be run by a company that is controlled by the developer. 


The mortgage that you have to assume in order to buy the 
Bippe Ty unless you come up with cash in your hot little hand, comes 
roma Sen ey that is controlled by the developer, and is ele Na 
control of all of them. You might even have the further provision tha 
for a builder to buy a lot from that developer, that he has to use 
certain trades to perform the work on the houses in that subdivision. 


_ Now, you can carry that scenario on ad infinitum, really, 
depending on the attractiveness of the subdivision, the location, and 
how eager people are to buy. And to me that demonstrates, has to 
demonstrate the tremendous danger of the blurring of the four pillars, 
because in fact what you have done is you have allowed, through 
either direct or indirect control, one group to dictate many factors: 
the type of insurance, the cost of it, the yee of mortgage, the cost of 
the mortgage, people who build the buildings, the type of material 
that goes into the buildings. 


Now, | do not know whether you, in your representations 
before this committee or any other committee, that you have run into 
this as an actual fact, but do | gather that that is what--maybe not in 
such a Stringent fashion, but eee that vein, is that what you 
are looking at in terms of the difficulties for the consumer that are 
brought about as a result of this type of concentration? 


_ Mr._McDonald: That was the point that we were trying to 
make in very general terms under the item of self-dealing, where--| 
mean, your example is a very explicit and real one from the point of 
view of the problems that you can get into. 


That can happen not only in your example of real estate, but 
that can also happen in the provision of other services within the 
financial community if in fact there is a conglomerate of sorts that 
have the various services that are bene offered, and referrals go on 
from one segment of the corporation to the other. 


__ If they have something that you want, of course, the degree 
to which they Can force you in a particular direction increases. The 
housing example is one that, as most of you Recals know at the 
moment, is very bullish, and therefore you can get into more problems 
than you can when there is a little more competition in that area; a 
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Yes, | would agree that that is a concern, and in fact we 
have addressed that in very general terms in the self-dealing section. 


Mr. Callahan: | am not so sure that that is a matter of 
Sg ane age or--you see, some of the witnesses before us would 
argue that that is just good business. In other words, that is sort of 
cornering the market, as it were, and wringing out every possible 
nickel. And there is nothing wrong with that. | mean, our country 
operates on a competitive business basis. 


But my concern, and | seem to read it in your brief, is the 
end answer to that that the consumer ts really being ill served as 
opposed to better served? And | gather your comment might be that it 
is, or could be, in a situation like that. 


Mr. McDonald: My interpretation of your example included 
the fact that these ae would be charged higher rates for insurance 
and higher costs for other services than otherwise would be the case. 
And if | took that example to be accurate, then obviously the 
consumer Is losing out, relative to getting those services from 
someone else at the lower cost. 


Now, there is something wrong with the system that allows 
that to happen. Now, maybe it is because of the high demand for 
housing, in your example, in relation to the supply at this particular 
time, or whatever. The point is, how do we set the system up so that. 
that consumer has access to alternate services at competitive 
prices * 


es Mis ae Well, | Suppose that is really at the root of the 
question of the lessening of competition by corporate concentration. 


Just another example | put to people from Crownx yesterday. 
|, and | am sure every member Of this legislature, have been lobbied 
by a BrCup called A.L. Williams, who operate--if you are not familiar 
with it, In essence there are two issues. One is part-time life 
insurance agenle. which really have nothing to do with this 
committee; but the other is that they wish to sell--one of cogent 
issues that is relevant to this committee, as | see it anyway, is that 
these people are going to sell insurance policies to people in sucha 
way that they will have extra cash left over, and then they will sell 
them securities, RSP's or GIC's or wnatever, to cover that saving. 


Now, here again you have got a blurring of the pillars to the 
extent that perhaps the person selling the life insurance, or the policy 
of the company that is selling life insurance will not be quite as 

enerous or concerned about the consumer--| am not saying that is 
the case with Williams, but it could be--in an effort to try and centre 
in pea secondary measure they have got of their particular type of 
activity. | 


| do not know, | asked that question and | got the impression 
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that Crownx either did not understand it or they were answering 
around it. They did not see any difficulty with that. Do you see a 
difficulty with that, as a representative of consumers? ithin the 
framework of what we are discussing here, the question of... 


Mr. McDonald: Well, there could be some difficulty there. 
One of the best defences that consumers have with regard to any of 
these BPs of things is adequate information as to what services are 
being offered. : 


Now, there are sence agencies that are there 
Supposedly to provide this kind of information. Whether they do it 
well or not may be the subject of some other committee. 


| would think properly informed consumers should be able to 
make reasonable decisions in that area as to whether they want to 
buy the insurance, which they would presumably acquire at a lower 
cost, and, with whatever money they save, do something with this 
company or do something with that elsewhere. 


_. . | know there are problems in terms of a number of 
solicitations of this type where people try and save you money in one 
area and take the money from you in another, and probably in the end 
take more than what they would normally have gotten in the first 

lace. But that is a situation that is always going to exist, and | 
hink, again, information is the answer. 


Mr. Callahan: Just one final item, if | could, and it goes to 
the question of information. We have inquired of the trust companies, 
and | suppose even the banks, as to whether or not they draw to the 
attention of the depositor the fact that if they plop $120,000 into the 
bank they are only covered for $60,000. 


_ | noticed in the brief that | got yesterday--it is a more 
extensive brief of November 26, 1984--that you were recommending 
that--| am reading something into it--that the depositor be made 
aware of the limits on the CIDC... 


Mr. McDonald: Yes, we stil! believe... 


Mr. Callahan: ...and.4hat if you wish to protect yourself for 
a greater amount, that you shou\d be required to pay, as you would 
with, say, insuring a parcel, you would pay a higher premium. Do you 
not see that, though, as a passing-on by the financial institution of 
those costs for those peobe who perhaps only have $60,000 or $10 in 
their bank account--which is probably the case for most of the ae 
sitting here, | would think? Do you see that as a function of the 
Beposiior or do you see that as a function of perhaps the government 
gelting involved, as they have to this point? 


Mr. McDonald: Well, as | mentioned earlier, maybe psc sine 
with regard to one of fhe other questions, we have lookéd a bi at this 
matter before, and sey | believe it comes down to the point, which | 
believe you are getting at, of who is going to pay for the cost of 
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additional coverage beyond $60,000? Would it be fair to raise it to 
$120,000 and have the $5 people share in the cost, as they probably 
would under that option, or should you leave it at a lower level and 
have people who have that kind_of money actually pay individually for 
the cost of insuring themselves? 


| think those are the choices. We do not have a firm position 
on that at this point, although we have in fact come very close. We 
have come close to. suggesting that the self-insurance beyond a 
reasonable minimum is the way to go. 


Mr. Callahan: Thank you, Mr. Chairman. 
Mr. Chairman: Mr. Foulds, Mr. Mackenzie and Mr. Ferraro. 


Mr. Foulds: Can | ask you a couple of basic questions? Who 
are the consumers of services of financial institutions, in your view? 


Mr. McDonald: Well, there are a number of people. People 
who use the financial services, and then there is a secondary group of 
people who are almost all eons who can be affected by the operation 
of financial institutions. But the primary consumers are those who 
use the services. 


Mr. Foulds: Can you give me an example of both cases, both 
the primary and what you call the secondary consumer? 


Mr. McDonald: Well, a primary would be a person that 
actually has capital that he is doing something with other than 
putting in his sock, and... 


Mr. Foulds: He is buying insurance, or... 


Mr. McDonald: He is either buying insurance or he has got a 
bank account or he has ghee th securities or he has a trust that is 
being administered for him. Now, all of those people who have their 
money in a sock, they are not primary participants in the financial 
situation but they can be affected if in fact, through the collapse of 
major institutions, there happens to be a payinigh! that is required 
from them through taxation systems or whatever. 


Mr. Ferraro: Now, wait a minute. | am not a primary 
consumer, but my wife Is a primary participant. 


- Mr. Foulds: The reason | asked the question is because it is 
something we are going to have to come to grips with, because the 
banks, for example, would argue that the people who borrow from 
them, both fis and small, are their consumers. And therefore, they 
would argue that those large loans that they made were a benefit to 
those consumers. 


And yet, you seem to be saying in your brief that, of 
course, that is a bad thing for what | would call rank-and-file 
consumers. 
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Mr. McDonald: Well, it is potentially bad if those major 
debts happen to be not repaid, and that can be bad--l mean, it is 
probably not bad for the people who borrowed the money. They area 
definition of a particular type of consumer. But it certainly will be 
bad for the other consumers. 


Mr. Foulds: Yes. You see, one of the things that you 
mentioned in your brief or you used in. your presentation was a phrase 
that really struck me, about "dubious investments." How can either a 
regulatory or a legislative committee like this, or the Consumers’ 
Association, define a dubious investment? 


Mr. McDonald: Let us take for an example one of the other 
issues we have dealt with in the recent past, the whole question of 
pension fund management. 


Mr. Foulds: Okay. 


Mr. McDonald: Now, in that area, you have a "prudent, person" 
definition, and presumably if you can define a prudent person in terms 
of what he does in terms of investment, you can also define a prudent 
investment in the context of a loan. | am not saying | can do it, but 
there are pooRe out there that say that they can. | trust that they are 
Capable of doing it. 


Mr. Foulds: Then if | follow what you are saying, you are 
eauiig hat in terms of investment and in terms of loans, a financial 
institution has a responsibility to be prudent rather than aggressive 
in order to protect the other... | 


Mr. McDonald: | think they can be as aggressive as they wish 
to be, but within the bounds of a certain degree of prudence. 


Mr. Foulds: Because the demand from the consumer is also 
for a high return rate, as well as safety. 


Mr. McDonald: Yes, but there is a degree of risk beyond 
which | would ae that if you give the decision to the consumer to 
make, as to whether that investment is taken or not, he will draw the 
line. And one of the points we were making earlier is that he does not 
have the opportunity to participate in that decision, in many cases. 


Mr. owls: That actually very neatly leads me to my next 
question, which was, do you know of Any instances where-let me 
back up a bit with a preamble. One of the things that we have had 
Beseh ed to us _in this committee is that large financial institutions 
rust COM Paes. insurance companies and banks have had a great dea 
of difficulty in finding qualified outside directors. 


Do you know of instances where any of them have sought, 
from your association, names or nominees fo be outside directors 
representing the interests of depositors or of policy-holders? 
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Mr. McDonald: No to my knowledge, no. 


Mr. Foulds: Do you think that that would be a useful and 
fruitful thing for not only the consumer--well, obviously--do you 
think that would be a useful and fruitful thing for the consumer? 


Mr. McDonald: Yes. 


Mr. Foulds: Do you think it would be also beneficial for the 
financial institutions involved? 


Mr. McDonald: Yes, | do. 
Mr. Foulds: Why, in the second case? 


_. Mr. McDonald: Because it would bring to that particular 
decision-making forum that outside view, which obviously would be 
one view among many, but at least that sort of reason would be 
brought to the decision-making which is not necessarily there now. 


Mr. Foulds: It would ensure that at least that view was 
represented. At the present time, we are not sure, frankly, whether 
that view Is represented or not. 


Mr. McDonald: Correct. 
Mr. Foulds: Okay. Thank you, Mr. Chairman. 
Mr. Chairman: Mr. Mackenzie. 


Well, perhaps just one supplementary question. No, | will 
not. ; 


Mr. Mackenzie. 


Mr. Mackenzie: | am not surprised that your organization has 
not been asked fo submit names of so-called independent directors. 
Then again, | cannot remember many cases where a trade union 
movement has been asked to either, and an awful lot of their members 
are users of these various services. 


| noticed in your first por in your brief that you are 
Stating your case on the principle that more and not less competition 
is ultimately beneficial to the consumer. And as you have probably 
gathered from some of the questions and some of the comments, 
certainly the trust industry, insurance and many of the poche. Mate 
so even than the banks, | think--have made the case that a the 
control issue, the integration of their services, their ability to 
compete, in other words the bigger-is-better kind of argument is 
really so that they can be more competitive and do a better job of 
servicing the consumer. 


| think walt answer it to some extent in your point 5, but | 
am wondering if you have any other things you can tell us or 
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arguments you can give us that would counter the argument from 
many of the financial institutions that they should not have the 
controls that are suggested placed on them, because it would make 
them more competitive. 


Mr. McDonald: Well, here again, obviously there is a 
balancing point between the kind of freedom that you give them to 
operate however they want to, compared to the danger of abuse of 
those particular freedoms. Unfortunately, in this. society 

articularly in your area of it, you are dealing with those issues all 
the time. | am sorry if | am being very general about that, but itis a 
difficult decision, | believe, to decide where you want to start 
regulating in order to allow as much competition as possible, but at 
the same time to protect against the risk of undue consumer 
problems, if you like, in that context. 


Mr. Mackenzie: But they tell us HS are all such good 
OW enane effective managers, that that is really not a concern we 
should have. 


Mr. McDonald: Well, | could quite understand that, but--| 
Suppose almost anybody in this society would take that decision, that 
they are all good guys, but one has to look at whatever evidence is 
available to see if in fact that holds true or not. And presumably, 
that is the very thing that you people are doing. 


Mr. Mackenzie: And your argument is that there is enough 
evidence that we have had problems that that just cannot be accepted 
at straight face value? 


Mr. McDonald: That is correct. 
Mr. Chairman: Mr. Ferraro. 
Mr. Ferraro: Thank you, Mr. Chairman. 


Just one question, really, to carry ALONG the line. Obviously, 
it makes sense from the consumer standpoint that more competition, 
and not less, ultimately benefits the consumer. | am wondering if you 
could give me a comment as to whether or not your association feels 
positively or negatively about who controls a financial institution 
vis-a-vis, for example, Lloyd's Bank takeover of the Continental Bank. 


Does your association get into or is it concerned about the 
fact that you have a non-Canadian owner of a major financial 
institution in this country, that nomi ssanglng the somewhat 
hypocritical position being taken by certain committees federally on 
financial institution concern, all of a sudden, boom, they allow a 
major offshore entity to get into the ballgame. Does your association 
have a position? 


_ Mr. McDonald: The position that we have taken in the past, 
and it continues to be the CAC position either provincially or 
federally, is that we would prefer Canadian ownership to foreign 
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ownership, and that is primarily because of the greater difficulty in 
conto nS the activities of corporations that are not owned in 
C a 7 


In other words, there are certain aspects of regulation that 
are made more difficult. Not only that, but certain aspects of 
investment decisions that they might make that could run contrary to 
the objectives of Ontario or Canada, depending on which you are 
talking about. 


Essentially, our position is that we would prefer Canadian 
ownership, but obviously it is not something that can always be 
regulated, or always should be tightly regulated. Some Rael 
competition obviously has worked reasonably well in some of the 
financial sectors, buf our position officially is that we would prefer 
Canadian ownership of financial institutions in this country. 


Mr. Ferraro: One other question, and | really have not gotten 
into any great depth on it, but it appears to me that fhe consumer, by 
and large the majority--I will say the JENS A | do not have any 
Statistics to back me up--the majority of Joe Average consumers, | 
am talking about the individual who essentially lines Ae every Friday 
and deposits their cheque, and by and large is not in the business of 
negotiating large amounts of funds and so forth--but that majority 
has to some degree an option in that they can deal with co-operatives 
and credit unions. 


Does your association see that as a viable alternative, in 
other words, strengthening that aspect of it from the standpoint of 
the consumer? | mean, they are in essence the shareholders. 


_ The reality of the situation is that while that option exists, 
the majority of the consumers, certainly in that range, probably 
would still deal with one of the major financial institutions that are 
not credit unions. | do not know if those assumptions are correct. | 
think they are, but... 


Mr. McDonald: | do not have better ieee than you. | would 
say that there are a. very large number of people who actually 
articipate in credit unions. Obviously, that being the case, and the 


act that credit unions are not very large must mean that it is fairly 
small amounts per person. 


_ | would cite the example of Québec, where the caisse 
Res eielions a much stronger entity within the financial community in 
hat province than credit unions are in Ontario. And it may be a 
philosophical reason as to why people do or do not pamigpale, or it 
could be an interpretation of where they feel safer in terms of 
putting their money. 


| am not exactly sure, but you have raised an interesting 
point in the sense that credit unions in fact have a greater 
relationship with the actual depositors in terms of participation than 
a normal bank. And why people have not moved more in that direction, 
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Mr. Ferraro: Well, it begs the question, you know, if the 
credit unions offer what a bank does or a financial institution, and 
essentially they do--personal loans, car loans, house loans, checkin 
and so forth, RSP's, you name it--then the consumer by and large, an 
| am talking about the average consumer, the majority of the citizens 
certainly in Ontario, they have made a decision that they want to deal 
with the big institutions. When they have an alternative, it, you 
know, really substantiates to some degree what_we are hearing from 
the major financial institutions’ directors and CEO's, cae here and 
saying that people want it that way. And they do provide the service, 
and people are happy with that service. 


lf they did not have the option, then | would be a little more 
dubious. But maybe, as you Say, it is the fact that they have not done 
their homework from the standpoint of soliciting depositors or 
memberships to the credit unions, because it certainly is a grassroots 
financial institution. 


Mr. McDonald: Indeed, it is. But is just strikes me that it is 
rare to see a Credif union advertising and promoting their services in 
the same sense that you see some of the larger financial institutions 
whether they be trust companies or banks, doing the same thing. An 
possibly that is because they are too small to afford a viable 
promotional or advertising program. | am not really sure. 


_ But again, | am also sure that they do not have the same 
rules in which to operate that banks and trust companies have, and 
that may limit their possibilities also in terms of wee the 
ae amounts of capital that the other institutions have been able to 

O. 


Mr. Ferraro: Thankyou. 
Mr. Chairman: Mr. McFadden. 


_ Mr. McFadden: One AniresdLitee came up in Mr. Foulds's 
questioning that got me interested here, and that relates to what 
consumer is the Consumers’ Association representing in the case of 
financial institutions? It seems to me there are three very distinct 
sets. You have got the shareholders, you have the depositors and you 
have the borrowers. And borrowers of all types, from somebody who 
is borrowing to buy a fridge right through to presumably these oil 
ang gas companies, who are buying on large scale; they are consuming 
00. 


Who exactly do you feel you are representing among all the 
consumers here? Do you feel you are trying to represent all three, or 
do you feel you are more oriented toward the borrower, more oriented 
toward the depositor? Are you trying to look after the shareholder, 
the small shareholder who owns 5 or 10 shares? Who do you feel you 
are trying to protect right now? 
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Mr. McDonald: If | had to put it into a priority ranking, then | 
would say depositors, borrowers, shareholders. Our organization--we 
would have to do some sort of a membership profile to find out 
exactly who holds shares versus who has loans versus who has 
deposits, but--and we have not that information. But essentially, | 
think it would be reasonable to assume that we have a lot more 
borrowers or depositors than we have shareholders. 


Mr. McFadden: That leads me to the next question. It seems 
to me that within that there are potential conflicts of interest 
because the depositors' goal is to not put, presumably, any of their 
money at risk. They want to be able to get their money out. 
Shareholders, of course, do not want their equity at risk. 


We, in this legislature, and people generally, of course, are 
always attacking the banks because they do not give enough money to 
business. You know, small businesses claim that they do not get 
enough money; the banks come back and say, "That's fine, but we're 
not prepared to risk the depositors' money and our equity, and become 
a shareholder in someboay that wants to open up a variety store and 
has no money." 


: Now, the_variety store owner is saying, "I'm a consumer. | 
need the money. They are not prepared to lend me money, or if they 
are it's at too high a rate for me to mah And | as a consumer want to 

et service from the financial sector that. is government regulated." 

he financial services sector is saying, "But | am not prepared to put 
our depositors in as a shareholder in a variety store because the risk 
is too high. This person here has no equity really to put in their 
business." And | run into this all the time. 


And | think ey in the financial services sector has seen 
loan applications coming in that really have no security being offered 
at all. How do you balance that kind of interest? 


Mr. McDonald: Was this experienced in your first life or your 
second life: 


Mr. McFadden: Both. | find in my constituency office 
business people coming in and saying, "| don't Have any money, but | 
have a good idea and the banks are not prepared to help me." 


Mr. McDonald: | agree that there is a potential conflict, but 
by and large, as | understand it--l suspect you understand the 
same--loans will be made only within a certain risk framework, and 
of course the rates are varied Ape & But PSE there are 
some points at which most financial institutions will not loan money 
if there is not some basis on which they think that they are going to 
get their money back, plus the interest. 


And frankly, | do not see a system whereby just ey eeoy 
could walk in and demand and get as much money as they wanted for 
whatever purpose. 
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So | think the risk system has to be a part of the financial 
lending area. And in those segments of the economy where there has 
to be Capital provided in order to ve economic activity started, then | 
think that is where the government programs should come in in terms 
of guaranteeing loans and so on. ut again, in those kinds of 
programs, obviously you have to look at whai the potential is for that 
paying off, because no government that | think would be prudent would 
simply give money out without regard to what the chances were of 
that operation being viable. : 


Mr. Callahan: Could | have a supplementary just on that? 
And it may not be supplementary in final analysis, but you made a 
statement about something that is very unique to Canada, is that 
Canadians are depositors far more than they are risk-takers. Equity 
shares and so on. 


Now, we have had some--and | bring that in as a 
SEP cae Y on the question of consumers, because they really are 
a different type of consumer than anywhere in North America. 


Mr. McDonald: We buy more life insurance. 


Mr. Callahan: Yes. And we have had people before us who try 
to say, well, you have to be competitive with the United States, the 
Pacific Rim, and all these other areas. Would it not be fair to say 
that the consumers, putting them in the area of depositors versus 
shareholders, because of the high concentration and the high 
competitiveness of banks in being able to pay eight per cent on 
a--just a win yee! money in their bank, compared to the risk they 
might, take if they went into equity shares, makes us a very different 
situation in terms of the rules there that are applied, being the ones 
that would be applied here? Not so much from the question of the 
rules themselves, but in terms of the vested interests that are 
prepared to support that type of activity. 


Surely, if you are a shareholder, your concern is to free up 
the--deregulate, free up, you know, the rules, so that you can make a 
bundle, whereas if you get a depositors’ society, which | think is what 
Canada has, then the government has to look at it in a very different 
fashion in terms of prerecing those depositors. And maybe the 
long-range answer is that--and | am sorry, and this is not a political 
statement, by the bet. but | am sorry that the present government 
with the large mandate it had did not attempt to reduce this 
competition, between the banks and the very needed equity capital 
that is required out there, risk capital. 


Mr. McDonald: | firmly believe that you people, the elected 
representatives of the people, will in fact move in a direction of what 


people want; that seems to me to be the way it works. And if in fact, 
as yOU Say, Canada is a depositor society, and | tend to agree that it is 
that, then my assumption would be that you would come down on the 
side of depositors, more so than investors. 


Mr. Callahan: Not only that--if | might just add to that, Mr. 
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McFadden--carrying that just a bit further, your statement in your 
ele statement there by Lord Keynes also implies that if we are a 
depositor society, and if in fact we are influenced by the majority of 
those depositors, that we will come to the aid of the financial 
institution that fails simply because we are a depositors’ society. It 
is a bit of a vicious circle. 


| am sorry, | did not mean to interrupt. 
Mr. McFadden: No, no, that is okay. 


| wonder if | could pick up from that point. The appropriate 
role of banks in the economy--you could almost look at the whole of 
the Boney as aconsumer. And | noticed you mentioned in your brief 
the high-risk creditors, these oil and gas explorers. If the banks had 
not been prepared to support the oil and eee sector, | think they would 
have gotten tremendous criticism from the Maritime Provinces and 
from the west because they were screwing regional development, 
were not prepared to support Canadian development. And if foreign 
investment had come in and done it, they would have been criticized 
because what they did what they sold out our whole natural resource 
sector to foreign investors, and where were the Canadian banks when 
all this was going on. | 


| think at the same time when that was happening, 
everybody was involved in some oil play, it seemed. | mean, 
everybody wanted to have a piece of the action. And of course 
thousands of people moved from Ontario to get out there so they coul 
take advantage of all of the spare cash that seemed to be floating 
around. Now, of course, it is all coming back here, money and people. 


; But how do ioe deal with that, in the sense- that the 
financial institutions we have in this country are looked on as engines 
of economic growth, and how do you deal--| mean, inevitably in that 
there is some risk. | mean, the steel industry is doing fine today. The 
banks get involved with financing, say, a new mill, and the steel 
market goes bad in three years' time. Is that_a high-risk credit they 
Hea Ht or was that a prudent risk in 1986 and a bad risk in 


And | am wondering if this is not a recurring feature that 
you are going to have with the banks, certainly in the commercial and 
corporate area, that the economy changes? And what role, then, do 
banks have in economic. development if they cannot get involved in 
supporting major economic development projects and so on? 


Mr. McDonald: | would suspect that some of that is 
self-corrected, in the sense that, you know, once burned, twice shy. 
lt would be very interesting to Know what kind of investment funds 
that the banks would now provide to the oil industry relative to what 
they did back in the boom days. And you know, obviously in your 
example of the steel industry It would be a similar type of thing, in 
the sense that maybe ney, believed that there was no such thing as a 
downside in oil prices at that point in time. Like, thousands of people 
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were PIScicung that oil prices would be $60 a barrel, $90 a barrel or 
something. 


_ Mr. McFadden: Everybody predicted that, the government, the 
economists, everybody. 


Mr. McDonald: But | guess the lesson that ISSN OS: iS 
although, Sure, you are looked upon as the engine of economic activity, 
then how much--like, what sort of weighting to ee put into a given 
sector, aside from how rosy it might look at that particular time? 
The real estate market in Toronto looks fantastic at this point in 
time, in terms of consumer housing at least, but | do not think there 
are very many people who would not say that that was not going to 
have another cycle somewhere in the future, and you would not want 
se pepiZe yourself to a large degree on the basis of the high side 
of that cycle. 


Py Essentially, what we are saying here is that they are in the 
position to take some pretty interesting risks, whether it be with a 
domestic resource aU SHY or other industry or with foreign 
countries, in terms of loans that are made to other governments and 
so on, that can be very risky. 


It is just a question of the balancing. | do not disagree at 
all that the banks have that role to play and have played it. It.is only 
a question of degree and who they are putting at risk by taking the 
long side of some of these. 


Mr. McFadden: It is a difficult question, is it not, because 
let us say ‘-ord of Canada wants to expand their plant and create X 
thousand additional ions. and they base it on market projections, and 
the banks say, "Well, we've already lent out--let's Sa) five per cent of 
all of our corporate loans are in the automotive sector, and that's all 
we're prepared to lend." Canadian banks say, "Five per cent"--if we 
have all agreed--"that is as much exposure as we want with cars." 


Ford comes in and says, "Yes, but | want to borrow a billion 
dollars to build a two-billion-dollar plant. These are all my 
projections." They say, "Well, sorry, we're not interested, because our 
policy now Is thaf because of our exposure in oil and gas, we're not 
- prepared to go any further than that." 


| think that the amount of public_criticism of the banks that 
would be generated, everything from the Toronto Star on out, about 
screwing employment Opportunities for Ontarians and export 
Opportunities and so on--now, the banks could be proved totally right, 
because if the downturn took place in the automotive market, say in 
1988-89-90, and the banks did not invest in it and some other--they 
Oey foreign banks to do it and the whole thing went down the 
rain, all the banks would clap themselves on the back and say what 
wonderful people they are that they were smart enough to protect 
their depositors. 


It just seems to me you get in to a real problem here in 
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trying to make those kinds of judgments, for a eon financial 
institution, anyway, aS opposed to house loans and_car loans, where 
you have got a very easily identifiable consumer. But when you are 
dealing with a large enterprise where you are creating jobs and 
moving and creating manufacturing plants or whatever you are doing, 
there Is a big risk involved, inherent. Even if you take into account, 
as a prudent loan officer or executive would do, there is still huge 
risks In any mill, car plant, steel mill, mine, pulp and paper plant. | 
mean, it is a huge downside risk. 


Mr. McDonald: | agree, it is a very difficult balance. | am 
not suggesting, OM know, that tight regulations be set up in any way 
that--as | said, that you can only put five pet cent of your investment 
money in X. You know, they may in fact take that position in any case. 


| am not absolutely sure, but | think part of the complaints 
that come forward on the basis of people not being able to get ay 
is because they have certain standards, and probably sector limits. It 
is up to them fo say, but it would appear that way from the outside, 
that they are playing that game to some extent. 


But the question is, you know, what makes them do things 
differently in other areas? 


Mr. McFadden: | will just finish on this note. | was just 
curious to ask you about this. One of the criticisms made of the 
larger financial institutions as opposed to the trust companies and 
credit unions is their orientation to large enterprise, the GM plant, 
the Stelco plant, as SPPRSeR to Joe Blot's little thing that is going to 
produce widgets out of his garage. 

Now, Joe Blot's could in 50 years' time become Joe Blot's 
Incorporated, the Best ICO! manufacturer in the world. But in 
the interim, he is sfil trying to operate out of his garage, and the 
criticism that comes to us !s that the banks have this bias towards 
the large enterprise, the a job-creating enterprise and so on, 
whereas the small guy has problems. 


Do you feel, looking at it not from the depositor's point of 
view, but the consumer's, that there is this serious eke for the 
borrowing consumer, small borrowing consumer, who neeas the money 
to start up a small enterprise? Do you feel there is a gap there or do 
you feel that that area is fairly well serviced, given the mix of 
variouS programs that they can get through the different 
credit-granting agencies? é 


Mr. McDonald: Based again just on the number of peepie that 
we are aware of that have difficulty getting capital, and this is true 
of a number of different sectors, there seems to be some problem in 
that area. Now again, | go back to the point where we do not--we are 
not in a position to answer that question In a quantitative sense of 
having tremendous amounts of back-up data to show you. 


| think the need for--the fact that you have government 
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programs to assist small business get started is in itself a 
demonstration of the fact that there is a requirement there. The 
question of whether the demand is being reasonably met in that area 
or could be improved is an interesting question. | would suspect that 
there is more demand than there is supply of funds. What | am not 
sure about is exactly what sort of risk that these people are 
expeciig either government programs or bankers to take in order to 
get them that money. 


. And to my mind, it is reasonable--if it is beyond reason or 
too risky, then | cannot see how the money could be provided unless it 
is some sort of an economic incentive program where a government 
wants to take the chance. 


Mr. McFadden: Would you be favourable, then, to the proposal 
to allow trust companies to move into more business loans and 
expanding the basket provisions? Do you think that would be helpful? 
| Know there is a provision, as you know, in the proposed Loan and 
Trust Corporations Act to permit the trust companies, at least, to get 
more involved in business loans. Do you think that would be helpful: 


Mr. McDonald: | think it could add a bit of competition in 
that area, and therefore might bring a bit more capital into that 
particular sector of the economy. 


Mr. McFadden: | take it the reason you are frowning is you 
are not sure of the risks to the depositors and the trust companies 
getting into It. ; 


Mr. McDonald: Correct. 
Mr. McFadden: Thank you. 


; _ Mr Chairman: The submission you did to the Task Force on 
Financial Institutions in 1984, you summarized by indicating that you 
felt that share ownership to one individual in a trust company should 
be limited to 10 per cent. The Task Force then recommended a general 
principle that policy should be to encourage the development of 
widely-held rather than closely-held financial institutions. 


The Blenkarn Committee subsequently also talked about 30 
paflicarsslt for federal institutions. And when Chairman Dupré was here 
alking to us yesterday, he suggested that subsequent to his report, he 
felt that if he were writing it again.he would have been much tougher 
in what he was going to say because of his observations of the Imasco 
takeover. | just wondered if you have any further observations in that 
area, bearing in mind what you have seen over the last two years? 


Mr. McDonald: The association still believes that there 
should be some numeric limit. The 10 per cent--obviously, there is 
greater ownership at this point than 10 per cent. The question is, if 
you work toward 10 per cent, how long--how do you do it? Or do you 
go the U.S. direction of having people divest themselves of holdings, 
which is a rather significant move. 
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* | just have to come back, | guess, to the association's 
position that we do think that there should be some limitation on 
individual control. And our last stated position was the 10 per cent, 
and we have not officially changed that. 


Mr. Chairman: Do you have a supplementary, Mr. McFadden? 


Mr. McFadden: In other words, what you are suggesting is 
maybe... 


_ Mr. McDonald: There may be some room, like in further 
discussions, fo move that a bit off the 10 per cent. 


Mr. McFadden: Which direction? 
Mr. McDonald: It certainly would not be 30 per cent. 
Mr. Chairman: Any further questions? 


Thank you very much, sir, for your participation in our 
deliberations. There has obvious! been a lot of prying into what your 
thinking is, and as you indicated, our job is, | suppose, to try and 
reflect what the concern is of the public, and in particular the 
Consumers’ Association very much interests us. You have got 160,000 
nears, | think you said, in Canada. It was 56,000 we are concerned 
about. 


Thank you very much. 


; Mr. McDonald: Thank you very much for having me. | enjoyed 
it. 


Mr. Chairman: Members of the committee will recall that we 
are not_meeting this afternoon, so we will adjourn now until 9:00 
o'clock Thursday next, except for Mr. Foulds, who will arrive at 9:35. 


The committee adjourned at 11:30 a.m. 
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